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Mr. Gary. The committee will come to order. I want to welcome 
Mr. Murray asa member of our committee. I think he is the only new 
member this year, all of the other members having served on this 
committee during the last session of the Congress. 

We are delighted to have Mr. Murray with us, and from his back- 
ground, training, and experience, I am certain that he will make a 
very valuable member of the committee. 

Mr. Murray. Thank you, Mr. Chairman. 

Mr. Canriretp. Mr. Chairman, may I say on behalf of the minority 
that we, too, welcome the new member from Illinois, Mr. Murray, as 
a member of this subcommittee which I am very proud to say enjoys 
an excellent reputation in the House of Representatives, and I am 
sure he will prove to be a very valuable addition to our group. 

Mr. Murray. Thank you. 

Mr. Gary. There has been one other change in the committee since 
last session: I have the honor of again becoming the chairman of this 
subcommittee, and this session we have a Democratic majority on the 
committee rather than a Republican majority. 

I want to say, however, that this committee in the past has been 
remarkably free of partisan politics. As chairman, I shall certainly 
try to maintain this record. In that endeavor I am sure I will have 
the absolute cooperation of Mr. Canfield. He and I have always 
worked together very harmoniously. 

The Treasury and Post Office Departments are two of the oldest 
and most important Departments of the Government. They are 
service departments and the people have a right to demand economical 
and efficient service, regardless of the political affiliations of the 
adininistration or of the Members of Congress. I think that I speak 
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for this entire committee when I say that we are entering upon these 
hearings with the idea of appropriating what money is necessary 
for the proper economic and efficient administration of the Depart- 
ments. We shall try not to appropriate any more than is necessary, 
The amounts recommended by the committee will be determined not 
on political lines but according to the dictates of the best judgment 
of the members of the committee. 

Mr. Canrietp. Mr. Chairman, I am very glad that the now chair. 
man of the subcommittee has made that statement, and were I still 
the chairman of the committee, I would have made a statement very 
similar in tenor. 

As Mr. Gary well pointed out, this subcommittee has a record of 
not being political in any sense of the word. Throughout the years 
we have made a reputation for straightforward approach in our 
examination. We made history in the 83d Congress when we re- 
ported out a bill for the fiscal year 1954 that was accepted and was 
approved unanimously by the “House; was accepted by the Senate 
Committee on Appropriations and passed by the Senate without 
changing a line or changing a dollar sign. I am told by the Par- 
liamentarian and experts associated with the House Appropriations 
Committee that that was unique. 

For the fiscal year 1955, we sent a bill over to the Senate, approved 
unanimously by the House, which was accepted almost in toto by that 
body; only one dollar sign was changed in the appropriations affect- 
ing the Post Office Department, and it is rare that appropriation bills 
are passed in this fashion. 

Now, before closing my opening remarks, I would like to say this, 
inasmuch as the Republicans do not have a majority on this subcom- 
mittee, that I am glad that Mr. Gary, the distinguished gentleman 
from Virginia, is now the leader, because he is a dedicated man; he 
is very fair; he is not political in his approach and he always means 
to do the right thing. When I was chairman of the subcommittee, 
he gave me 100 percent cooperation and I plan to give him just that 
as we begin our undertakings today. 

Mr. Gary. Thank you, Mr. Canfield. 

May I say for the record that Mr. Passman is unable to be here 
this morning because of illness. 

We are glad to welcome before the committee this morning the 
Secretary of the Treasury. Mr. Secretary, we will be glad to hear 
from you at this time. 


STATEMENT OF SECRETARY HUMPHREY 


Secretary Humpnrey. Mr. Chairman, I should like to say at the 
outset that our experience with this committee reassures us that the 
deliberations of this committee will be carried out exactly as the 
chairman and Mr. Canfield have stated. Our experience with this 
committee has been very happy in every sense. We have received 
cordial support and very helpful suggestions and are very apprecia- 
tive of the attitude of the members of the committee as it has been 
in the past, and we are assured it will be in the future. 

We are delighted to be here and we look forward to continuing our 
efforts with you as chairman in the same way that we went forward 
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with Chairman Canfield, and I am sure that the cooperation will be 
as good in the future as it has been in the past. 

if it is agreeable to you, Mr. Chairman, I will read this statement 
because I think it may cover the field so far as I am concerned. 

Mr. Folsom and Mr. Burgess are detained but will be here in a few 
minutes, and then the various other members of the Treasury Depart- 
ment are here to answer questions and to go into the details of their 
particular departments. 

My statement is as follows: 

Mr. Chairman and members of the Treasury Subcommittee on 
Appropriations, I am glad to have this opportunity to consult with 
you on the Treasury’s appropriation requirements for the fiscal year 
1956. 

Che President in his recent state of the Union and budget messages 
to the Congress made it clear that efliciency and economy in govern- 
ment continue to be a major objective of the administration. Expendi- 
ture control is an essential part of effective budget management. And 
eflective budget management, in turn, is absolutely fundamental 
to sound finance and the future strength and power of our economy. 

As you know, in the past 2 years the Executive and the Congress, 
working together, have made substantial cuts in Government spend- 
ing programs. The President’s 1956 budget calls for a further billion- 
dollar reduction in the coming fiscal year. Together, these reductions 
total $12 billion cut in Federal spending from the 1953 level. 

Obviously, as the hard core of expenditures is appr oached it becomes 
increasingly difficult to make further large cuts. This is particularly 
true in periods such as the present, when around two-thirds of our 
total spending is for national security. We are getting more defense 
for less money but we must do our paring carefully whenever our 


security is involved. 


Cuts in Federal spending enabled us to come over two-thirds of 
the way toward a balanced budget in fiscal 1954. Without any re- 
ductions in taxes this past year we would have been able to show a 
balanced budget in the current fiscal year. But it was important 
that part of our Federal expenditure savings be given back to the 
people to spend for themselves. This helped make the transition 
to lower levels of Government spending, by providing money to make 
jobs on the civilian side of the economy. 

Nevertheless, the budget is under better control today than it has 
been in many years. The Federal deficit in the coming fiscal year is 
expected to be the lowest in 5 sag 

Our budget policies, our tax policies, and our debt-management 
policies have all contributed to the maintenance of a sound and 
prosperous economy. 

Our future success in maintaining price stability and encouraging 
sound economic growth will likewise depend to a large degree on 
continued efficiency and economy in government, a logical tax system, 
effective monetary and credit policy, and careful management of the 
publie debt. 


COMPARISON OF 1955 AND 1956 BUDGETS 


The Treasury appropriation requests we are presenting to you today 
reflect the efforts of every office and bureau in the Department to 
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carry out their essential workloads at a minimum of cost to the tax- 
payers. 

I have here asummary table which shows the annual appropriations 
for the Treasury Department for the fiscal year 1955 and the estimated 
requirements for the fiscal year 1956. You may wish to insert it in 
the record. 

Mr. Gary. We will insert the summary table in the record at this 
point : 

(The table referred to follows :) 

Annual appropriations for Treasury Department for 1955 and estimated requirements 
for 1956 
[Millions of dollars] 
Increase 


or decrease 
( 


1955 appro- 1956 esti- 
Yescript 
Description priations mates 


4. Regular annual appropriations for operating the Treasury 
(1) Coilecting the revenue 
Internal Revenue Service 
Bureau of Customs 
(2) Fiscal service 
Bureau of Accounts 
Bureau of the Public Debt 
Office of the Treasurer, U.S 
(3) Coin: Bureau of the Mint 
(4) Other bureaus 
U.S. Coast Guard 
Bure: iu of Narcotics 
S. Secret Service 
Administrative Offices of the Secretary 


Subtotal, regular annual appropriations for 
operating the Treasury 
B. Limitation accounts 
(1) Office of Production and Defense Lending 


Subtotal, regular annual appropriations and 
limitation accounts 


C. Permanent appropriations 
(1) Interest on the public debt 
(2) Public-debt retirements payable from ordin: ry 
receipts and other statutory requirements 
(3) Refund of moneys erroneously received and 
covered 
(4) Interest on uninvested trust funds 
(5) Payment to unemployment trust fund 
(6) Refunds and drawbacks, eustoms 
(7) Refunding internal revenue collections 
(8) Refunding internal revenue collections, interest 
(9) Contributions for annuity benefits, White House 
Police and Secret Service forces ; 
(10) All other__ 15. { 
Subtotal, permanent appropriations 10, 586 10, 495. 6 


D. Total, general, limitation, and special accounts ‘ 11, 180. § 11, 102. ¢ 


E. Trust accounts : rere _ 7, 286. &, 518. § 


F. Grand total 18, 467. 19, 621. ¢ 


Secretary Humpurey. As you know, the budget estimates for the 
Treasury Department appear in two main categories—one, the esti- 
mates of appropriations for the regular annual operating require- 
ments of the Department, and, two, the estimates for permanent 
appropriations. It is only in connection with the former that we exer- 
cise administrative control. The permanent appropriations are be- 
yond our reach since their requirements are determined by statute or 
by other types of fixed commitments. 
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The estimates for permanent appropriations, other than trust 
accounts, amount. to $10,495.6 million for the — year 1956. The 
principal items are interest on the public debt, $6,300.0 million; re- 
funding internal revenue collections and said ‘duties. $3.465.4 mil- 
lion. The transfers to Government trust funds are $8,518.9 million. 

The estimates for the regular annual appropriations for the fiscal 
year 1956 total $606.6 million, including the amounts authorized for 
udministrative expenses for the activities formerly carried on by the 
Reconstruction Finance Corporation. This represents a net increase 
of $12.2 million over the amounts provided for the fiscal year 1955. 
The increase will provide primarily for a program of further strength- 
ening enforcement of the tax laws by the Internal Revenue Service. 
The total of the estimates for 1956 remains $31,435,000 under the 
amount appropriated for the fiseal year 1954, and is $64,115,000 below 
the appropriations for 1953. 


INCREASED COSTS SINCE 1955 BUDGET 


Before proceeding to a brief review of the projected programs in 
each of the various bureaus for the fiscal year 1956, it might be helpful 
to take note of 2 or 3 sources of increased costs which have developed 
since we last appeared before you on the 1955 budget estimates. 

First, it should be recalled that after legislative action had been 
practically concluded on the regular Appropriation Act for 1955, it 
became necessary to submit further requests for supplemental funds. 
The principal supplement: al item related to the program in the Inter- 
nal Revenue Service, aimed at increasing the enforcement strength 
at the rate of approximately 1,000 new agents per year. *Other items, 
as you will recall, were for the Coast Guard, the Division of Disburse- 
ment, and the Secret Service. Some of these actions as approved by 
the Congress in the Supplemental Appropriation Act for 1955 affect 
our operational costs for 1956, particularly that relating to the Inter- 
nal Revenue Service. 

In another development the tin and rubber programs of the Recon- 
struction Finance Corporation were incorporated in the new Federal 
Facilities Corporation, likewise approved in the Supplemental Ap- 
propriation Act for 1955, and a new Office of Production and Defense 
Lending was created in the Treasury for administering these and the 
other former Reconstruction Finance Corporation activities. 


FRINGE BENEFIT COSTS 


Some additional expense items are due to the so-called fringe-bene- 
its bill, Public Law No. 763, 83d Congress, and other rel: ated legisla- 
tion which was passed during the closing days of the last Congress. 
The mere recital of the long list of various s employee benefits conferred 
by this legislation would be i impressive, the list including such matters 
as the employees group life-insurance program, uniform allowance, 
premium compensation for certain types of work, changes in the grade 
structure and rates of pay, ete. For the Treasury Department, as a 
whole, it is estimated that these new costs will total nearly $3.3 million 
for the fiscal year 1956. However, in accordance with the policies of 
the administration, no increases in the estimates were made to cover 
such costs, except in selected instances where the additional expense. 
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falls disproportionately and could not be absorbed in full without seri. 
ously impairing essential functions or services. 

Mr. Chairman, in view of the fact that Mr. Folsom is not here, if 
it is agreeable to the chairman, and unless you have some questions 
that you would like to ask me, I would be glad to proceed with his 
formal statement. However, if there are questions that you would 
like to ask me, I would be delighted to try to answer them, or proceed 
in any manner that the chairman may wish. 

Mr. Gary. There are a few general questions which we can ask now, 
or take them up after you have presented the formal statements, but 
we will follow whatever procedure you prefer. 

Secretary Humpnrey. In view of the fact that Mr. Folsom is de- 
tained for the present, we might just as well go along with the general 
questions with respect to the Treasury, or we can wait until later, just 
as you prefer. 

MONETARY CREDIT POLICY 


Mr. Gary. One question that I have in mind, Mr. Secretary, is 
this: You mentioned the need for an effective monetary and credit 
policy and careful management of the public debt. I thoroughly 
agree with your statement, and I wonder if you would amplify ‘that 
to some extent, particularly referring to the refinancing that has been 
done and will be done during the next fiscal year, unless you would 
rather do that a little later on. 

Secretary Humenrey. I will be very glad to briefly touch on that 
now. 

Of course, the monetary policy and the credit policy is largely in 
the hands ofthe Federal Reserve Board. And while they are entirely 
independent in their actions from us, we do cooperate very closely, 
and we work with each other. The cooperation between these two 
agencies of the Government is excellent, could not be better, and 
we collaborate with each other and keep track of what the other is 
doing, each acting independently in the final analysis, but there is very 
close harmony. 


MANAGEMENT OF THE PUBLIC DEBT 


The debt management is a very serious problem, as you knov. 
Many people fail to realize that we owe more money than all the other 
peoples in the world have ever owed. It is a tremendous debt, per 
capita, and as a nation, and in every other way. 

Mr. Gary. What is the debt as of this time, Mr. Secretary ? 

Secretary Humrurey. It is about $277,986,000,000. . That’s the debt 
subject to the limit. We have a cash balance as of today of $4.6 bil- 
lion which is about a 30-day cash balance, and is about as low a cash 
balance as we should have. 

Your distinguished associate in Congress, Senator Byrd, and I dis- 
cussed just how much reserve we should have. I have, as you know, 
great respect for him and his views; and in fact we are always in 
harmony in general principle, so much so that we often seem to 
think exactly alike. My difficulty is that we have to pay the bills 
and you cannot do it on theory. 

Our purpose with this debt is to lengthen it out, to extend it: too 
much of it has been coming due too rapidly. That is necessary, not 
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oily from the point of view of prudent financing but also from the 
point of view of interesting the largest and most widespread number 
of investors. 


LONG-TERM BONDS 


We have had very few long-term obligations and one of the original 
purposes in extending maturity is to develop again the long- ‘term 
Government market which had practically disappe: ared, 

We made a start at that a year and a half ago, and then we felt 
over quite period of time that we could not go in the market with more 
long-term bonds, because we were interested in seeing that there was 
enough money available for building programs, for State and munici- 
pal requirements, and all that sort of thing. 

When we are talking about the amount of money that people can 
save, and invest in new securities now we are talking about a billion 
or two, we are talking about what seems like a lot of. money, but it is 
asmall percentage by comparison with the 278 billion, approximately, 
of public debt. So that if we today took too big an amount out of the 
savings of people that is available for investment, we would be curtail- 
ing the funds available for State and municipal purposes, and school 
districts, and business and that sort of thing. These are the sort of 
projects that make jobs. So we have been very slow and very careful 
before we have taken steps to sell longer-term obligations. We have 
gone up to 7 years; and then we moved up to 9 years, and last Friday, 
after checking over very carefully the present situation, we decided 
that we could issue some 40-year bonds at 3 percent—3 percent for 40 
years. Those are the longest bonds that have been issued for many 
years. 

We have maturing at this time $2.6 billion to $2.7 aha some- 
where in between the 2 figures, of 27% percent partially tax-exempt 
bonds, which cost us more than 4 per cent because of their tax-exempt 
feature to corporations, and we are offering to exchange them for the 
fully taxable 3 percent bonds, so that while the interest rate is appar- 
ently higher, the cost to the Government will be less for the amount 
that is being refunded. 

Mr. Gary. You mean the interest on them will be subject to income 
tax? 

Secretary Humpurey. Yes. 

Mr. Gary. Federal and State or just Federal ? 

Secretary Humpnrey. For Federal income-tax purposes. As I 
said, we will save some money, but that really was not the controlling 
thing. The controlling thing was the market and the character of 
the investor. Among the people who will be interested, we hope, will 
be the State pension ‘funds. 

In many of the States they do have large funds for pension trusts. 
There are all sorts of accumulated funds in the States. The 40-year 
bond provides an ideal investment for those people. It is also an 
ideal investment for private pension funds where their accumulation 
of funds is large. We have not offered them any suitable securities 
for some time. 

rom the insurance companies we would not expect that we would 
get large amounts now because insurance companies are so heavily 
involved in the mortgage field, but they will subscribe some. This 
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will be of particular interest to pension funds, for trust-fund purposes, 
for State funds, and various things of that kind. 

Mr. Gary. Those that do go to State funds and those that are held 
for educational and eleemosynary purposes will also be exempt from 
income taxes. 

Secretary Humpurey. Yes, to the extent that they go into State 
funds and charitable institutions. But they will be taxable to the 
individual taxpayer. 

We do not know what sort of conversion we are going to get: 
such a campaign you never know, but we have studied the market very 
carefully and we hope we will have a good response. We can gradu. 
ally add to this lengthening of the debt as time goes on, and as con- 
ditions are such that we will not interfere with the activities of the 
normal economy which make for business and jobs. In the con- 
versions we will move, of ee as fast as we can without interfering. 

Mr. Gary. As I understand it, none of these bonds will be offered 
to the general public until seer those who have bonds maturing are 
given an opportunity to pure ‘hase / 

Secretary Humpnrey. The way it works is this: Anybody who is 
inte rested in a long-term bond simply goes out and buys one of these 

g-percent. bonds ‘and converts it. These 27%e-percent bonds are on 
he market and are presently traded in. As a matter of fact, there 
will be a great deal of trading in the next few days, getting people 
into position by buying these maturing bonds to convert them into 
the new long-term bonds. 

Mr. Gary. If the entire issue is not converted will the balance of 
them be sold ¢ 

Secretary Humpurey. No, it is just for the conversion; we will not 
issue any specific amount. We are just offering up to the total of 
the maturing bonds. None is being sold for cash. 

Mr. Gary. These are negotiable bonds? 

Secretary Humpurey. Yes. 

Mr. Gary. What is the current market value of the 27 -percent 
bonds ? 

Secretary Humpnrey. I think they are selling at approximately 
par, are they not, Mr. Bartelt ¢ 

Mr. Barrevr. At mone 13 


yremium, last. Friday. 
Secretary Humpurey. 


remium. Just a little above par. 


32 | 
Seo |} 


ECONOMIC EFFECT OF LONG-TERM BONDS 


Mr. Gary. What effect, if any, do you think the issuance of these 
long-term bonds is going to have on our economy ? 

Secretary Humpnrey. I do not think it will have much—I do not 
believe it will have any affect, except this: That there may be a cer- 
tain psychological feeling that this amount of money is going into 
long-term investments and therefore there may be just a “little less 
funds available for stock-market speculation. If that should happen, 
I think it would be a fine thing; but I do not think it will have any 
effect on business, or on building. 
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DESTRUCTION OF UNITED STATES CURRENCY 


Mr. Gary. While we are talking about the monetary policy, we 
wuthorized several years ago the destruction of certain currency at 
the various Federal Reserve banks without sending it to W ashington 
to be destroyed. 

Can you give us some idea as to how that program is working out ? 

Secretary. Humpnurey. Mr. Bartelt will answer that. 

Mr. Barreir. That is working out very successfully; the Federal 
Reserve banks now have a own incinerators, saving the Govern- 
ment about $615,000 a yea 

Mr. Gary. You had to pay for those incinerators / 

Mr. Barreur. No, the Federal Reserve banks paid for them. 

Mr. Gary. And you say the banks now are destroying the currency / 

Mr. Barrerr. Yes; we are reimbursing them for expenses. 

Mr. Gary. Notwithstanding that reimbursement the banks are still 
saving you money ¢ 

Mr. Barrerr. About $615,000 a year. About $200,000 of that is for 
postage. We are relieved of the postage charges in shipping the 
currency from the banks to Washington. 

Mr. Gary. That activity relates only to the United States currency 

Mr. Barrerr. That is right. 


DESTRUCTION OF FEDERAL RESERVE BANKNOTES 


Mr. Gary. They are still sending the Federal banknotes to Wash- 
ington. Why can they not be destroyed by the Federal Reserve banks 
without. having to send them to Washington, and thus save an addi- 
tional amount ? 

Mr. Bartrevr. That is a matter which we have had up with the 
Federal Reserve and that would require a revision of the law. They 
would not be permitted to do that under existing law. 

Mr. Gary. I understand that; but is it desirable to change the law ‘ 
Mr. Barrer. The Federal Reserve Board has that under study now, 
and that should be settled within the next 60 days. We have discussed 
it with the Comptroller of the Currency and the Federal Reserve 
System and they have not reached a definite conclusion as to what 

would be the best thing to do, but it is under study. 

Mr. Gary. What are the distinctive features between the two classes 
of currency that makes it advisable for one and not the other to be 
destroyed by the banks ? 

Mr. Barrexr. I think it is rather difficult to answer that question 
conclusively, but there is a difference. For one thing, the Federal 
Reserve notes are issued by the individual banks, so there are 12 dif- 
ferent issuing agencies and that requires a sorting of the notes 
uecording to banks of issue. There is also involved ‘the hability of 
each Federal Reserve bank for its own notes, and there is some ques- 
tion as to whether the banks which issue the currency should be per- 
mitted to destroy it. But I think that is something that we may be 
able to work out. 

Mr. Gary. If you have proper safeguards, and certainly you must 
have proper safeguards with respect to » the other currency, why would 
not the same safeguards : apply to the Federal Reserve banknotes ? 





Mr. Barreit. We do have proper safeguards, Mr. Chairman, and 
I think something can be worked out, but it is going to take a little 
time. 

Mr. Gary. It seems to me, Mr. Secretary, that some additional savy- 
ing could be made in that manner and I suggest that you do give 
the matter careful consideration. 

Secretary Humpnrey. We will. 

Mr. Barrer. It is really a Federal Reserve policy matter, Mr, 
Chairman. 

Mr. Gary. I understand that, and that is the reason why I am 
asking about it, because it is a policy matter. 

Secretary Humpnrey. We will follow it up with the Board, Mr. 
Chairman. 

Mr. Gary. I want to ask you a question off the record, if I may. 

(Off the record discussion.) 

Mr. Gary. Have vou any general questions right now, Mr. Canfield? 

Mr. Canrietp. Yes, Mr. Gary. Off the record, Mr. Secretary. 

(Discussion off the record.) 


ECONOMIC OUTLOOK FOR THE NEW YEAR 


Mr. Canriexp. Mr. Secretary, briefly will you discuss your opinion 
as to the economic outlook for the new year ? 
Secretary Humpurey. I will be glad to do it. I think what was 
said in the budget message and the economic report a few days ago is 
fully applic able at the present time and that nothing has transpired 
to change it. 
We are increasing in volume of business, increasing in employment, 


and expenditures by the people are increasing. Department store 
sales are high for January, business is very good, I think, and building 
is high. Generally I feel the economic prospects are very good. 

Mr. Canrirevp. Mr. Secretary, in your statement today you told us 
that the Executive and Congress working together have made sub- 
stantial cuts in the Government spending programs. You point out 
that the President’s 1955 budget calls for a further billion dollar re- 
duction in the coming fiscal year, and you say, “Together, these re- 
ductions total a $12 billion cut in Federal sp ending from the 1953 
level.” 

INCREASE IN PUBLIC-DEBT LIMITATION 


Now, as I understand it, the administration is asking for an in- 
crease in the public-debt limitation. There are many “people who 
think that there is an inconsistency here. They do not understand 
why this request should be made in view of these reductions in Federal 
expenditures. I wonder if you will be good enough at this time to 
discuss this in plain English in answer to that? 

Secretary Humpnrey. I will try, Mr. Canfield, to illustrate just 
how it comes about. 

These things are relative, as you know. When we came into office 
the debt was pressing close to the ceiling. There were only a few 
billion dollars between the amount of debt that was then outstanding 
and the ceiling. 

Now, the very first year the budget that we were given when we came 
in provided for an $11 billion defic it if the ov erestimate of revenues 
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is allowed for. That deficit, if it had been carried out, would have 
put us right at the debt limit. 

We were about halfway through the fiscal year 1953 at the time we 
came in, and the deficit in the fiscal year, the money that had been 
spent in the first half of the year, and what was required to be spent 
to carry out the appropriations that had been made for that year, gave 
us a $914 billion deficit. So that by just carrying out the last half of 
the fiscal year, the expenditures that already had been appropriated, 
and all planned, and by paying the bills for the last half of the year 
the leeway that we had between the debt outstanding and the debt 
limit, became so narrow that right away, in the first 6 months, we were 
compelled to request the Congress for an increase in the debt limit 
as a matter of prudence. 

Now, this $11 billion estimated deficit that would have come in on 
top of that was reduced to $3 billion. ‘That was an $8 billion cut, but. 
it was still a $3 billion deficit, so that that $3 billion had to be put om 
top of the $9 billion that came about in the preceding year. Those 
two things together plus the seasonal distortion in the timing of cor- 
porate tax receipts are the things that have made the debt-limit prob- 
lem so hard. Do you see what I mean? 

Now, then, this year we are estimating a $4 billion deficit. I hope 
that. will be reduced somewhat, but it still is a deficit, and then for the 
appropriations that are before you now, for fiscal 1956 that we are 
now considering, we are estimating a $214 billion deficit. That is the 
smallest deficit that we have had in several years, but, nevertheless, 
it is a deficit. So, all of those deficits have to be added together, and 
every time you have a deficit it pushes your debt up still further, and 
as the debt moves up it runs into the limit. 

Now, there is this that you ought to take into account in thinking 
about the effect of the debt on the economy, and that is we had last 
vear a $3 billion deficit, which is about a balance in the cash budget. 
This year if we have a $4 billion deficit we will have a small cash 
deficit, and in the budget which is now before you if we have a $2,500 
million administrative deficit we will have a small cash surplus. For 
those 3 years taken together, then, we won’t be too far from a balanced 
cash budget so far as the cash in and out is concerned. But while the 
cash is balanced the debt still increases, because the difference goes 
into the trust funds to be invested. We put bonds in the trust funds 
to cover those investments and that increases the debt, although, so 
far as the economic effects on the people are concerned, the cash in and 
the cash out are about in balance. 


INCREASE IN BUDGET FOR BUREAU OF INTERNAL REVENUE 


Mr. Canrrevp. I understand, Mr. Secretary, that the substantial 
increase you are asking for this year over the amount allocated last 
year is for the Bureau of Internal Revenue? 

Secretary Humepurey. I think that is right. 

Mr. Canrretp. You are asking for a total increase of $12.2 million 
for additional enforcement agents? 

Secretary Humeurey. That is right, and we ask that on the basis 
that we will collect, as has been explained to you many times, $15 to 
20 in additional tax for each dollar we spend for each additional 
agent. 





Mr. Rossrins. It is the very first item on the sheet, Mr. Chairman. 

Mr. Gary. That is $12.3 million, and other additions and some sub- 
tractions. 

Secretary Humenrey. That is right. 

Mr. Gary. Which represent a net ‘of $12.2 million. 

Secretary Humpurey. That is correct. 

Mr. Canrtevp. In the supplemental bill during the current fiscal 
year you were allowed funds for 1,000 additional enforcement agents 
in the Bureau of Internal Revenue. Can you tell us, Mr. Secretary, 
whether they have been largely recruited ¢ 

Secretary Humrurey. I cannot tell you that. I do not know how 

far along they are in their recruiting. You will have to wait for Mr. 

Andrews to get that, Mr. Canfield. He is making progress on that, 
and he is getting people, but he has been very selective in how he 
gets them. As you know, he started a training school and is train- 
ing them, but I cannot tell you how many we have at this time. You 
will have to wait for him. 


INTERDEPARTMENTAL COMMITTEE TO REVIEW NARCOTICS SITUATION 


Mr. Canrievp. Mr. Secretary, I was glad to hear during the year 
that the President had appointed what I believe he termed an Inter- 
departmental C ommittee To Review the Narcotics Situation in the 
United States. Is this interdepartmental committee a going concern, 
and is there anything you can tell us, generally speaking, ‘about. the 
narcotics situation at this time? 

Secretary Humpnrey. Yes; it is a going concern, and it is due to 
report in about 4 months. I would like to ask Mr. Rose, in whose 
department that is, if we have had any accomplishments in that field! 

Mr. Rosr. The survey that that committee was set up to conduct 
is in two parts—part I, the extent of narcotic addiction in the country: 
and, second, the extent of State and local facilities and their ability 
to deal both with the problem of enforcement and the problem of 
rehabilitation. We have an executive secretary whom we have taken 
on to facilitate the operations of the committee. It is going on in 
the interested departments. It was set up in November and it was 
estimated that the survey would take about 6 months to complete, s 
that the report should be ready in 2 or 3 months. 

Mr. Canrievp. I think that is all, Mr. Chairman. 


CASH BALANCE AND THE DEFICIT 


Mr. Gary. Mr. Secretary, we had a discussion last year with respect 
to this cash balance, which appeared in the record at that time. My 
understanding of the cash balance that you referred to is this: When 
money is taken in for social sec urity and for other trust funds, the 
Government replaces that money with Government bonds and uses 
it in its regular operations. The cash taken from those funds in ve 
manner when added to the other cash receipts of the Government i 
more than the cash that is paid out; is that correct ? 

Secretary Humpurey. That is correct. 

Mr. Gary. So that it is simply a bookkeeping transaction and it 
does not affect the deficit at all because your deficit remains the same 
by reason of the fact that you owe that fund? 
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Secretary Humpnurey. Yes; that is right. 

Mr. Gary. And the moneys in those ‘funds were put in there for 
specific purposes and are supposed to be used only for those specific 
purposes f 
Secretary Humpnrey. That is correct. 

Mr. Gary. But most of them are accumulating funds which are 
being held against the time that they are needed for the specific pur- 
poses for whic ‘h they are collected. You use the money in the mean- 
‘ime and put Government bonds in its place, but the Government still 
owes the money, so it is just kind of a bookkeeping transaction / 

Secretary Humpnrey. That is correct. The only thing is, Mr. 
Chairman, that it does not take more cash out of the public currently. 

Mr. Gary. But the cash has already come out of the public for 
specific purposes and you use it for other purposes temporarily ? 

Secretary Humpurey. That is right, and if we did not do that 
we would have to get that much more cash out of the public. 

Mr. Gary. Yes, we understand that, but I just wanted to bring 
out that fact. 


SHIFTING OF FEDERAL DEBT TO GOVERNMENT CORPORATIONS 


In the consideration of the public debt how much of the old debt 
has been shifted to corporations such as the Commodity Credit Cor- 
poration and other corporations so that it does not show in the present 
debt ? 

Secretary Humpnrey. I think we have $1,739,000,000, or something 
of that kind, 

Mr. Burerss. We have $1,169,000,000 of Commodity Credit Cor- 
poration credit eee ak and Fanny May put on $570 million. 
That is $1.739,000,000. I do not think that there is anything else. 
Of course, we have had the home-loan banks and all those other organi- 
zutions for some time. 

Secretary Humpurey. They are just the same. 

Mr. Gary. Will you put a statement in the record at this point 
showing just what it is? 

Secretary Humpurey. We will check it, but [am sure that is about 


(The following information was supplied :) 


Date of Interest 


maturity rate Amount 


Agency Date of issue 


Percent 
Commodity Credit Corporation Nov. 12,1954 | Aug. 1, 1955 154 $1, 169, 000, 000 
Federal National Association Jan. 20,1955 | Jan. 20, 1958 24 570, 389, 000 


STOCK MARKET SITUATION 


Mr. Gary. Mr. Secretary, you were discussing a few moments ago 
the prosperity and the general economy of the country. What is your 
‘lea about this stock market situation at the present time / 

Secretary Humpurey. Well, Mr. Chairman, I gave up years ago 
trying to guess the stock market. I really know nothing about it. 

I think the best statement I ever heard about it is the one that is 
reputed to have been made by Mr. Morgan. 
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Somebody said, “Mr. Morgan, you are familiar with the stock mar. 
ket.” He said, “Yes.” They said, “You know quite a lot about it” 
And he said, “Yes, I do.” They said, “Do you think you could tell y 
what the stock market will do?” He said, “Yes, I can.” They said, 
“That is very interesting. Will you please do so?” He said, “Yes, jt 
will fluctuate.” 

I think that is probably correct. 

Mr. Gary. Are you prepared to say whether this is a speculative 
market at the present time, or do you think it is based on sound invest- 
ment ? 

Secretary Humpurey. Well, I do not think you can generalize about 
that sort of thing. There is a certain amount of speculation in the 
stock market, which is desirable. It makes a market and keeps a 
market, and the opportunity to market is a very desirable thing to 
have, and that always goes on whether it is up or down, and it means 
that if you have a share of stock and you want to sell it there is a 
place in which to sell it, which is a very desirable thing to have exist 
in the country. Each situation has to be considered, and you would 
have to know about each situation to know whether you thought the 
price the stock was selling for was sound, or whether you did not, and 
what you thought might be different from what I thought about it. 
That is what makes a market because you might want to sell, and | 
might want to buy. So, I do not think anybody can possibly gen- 
eralize about it. 

Mr. Gary. The Board did raise the margins some time ago. 

Secretary Humpnrey. Yes; that is right. 

Mr. Gary. And that tended to make it less speculative. 

Secretary Humpurey. Well, I think so. As I said a minute ago, I 
do not think it had any very marked effect. I think it was just an 


indication that people should watch their step, should use care and cau- 
tion in making commitments. 


JOINT ACCOUNTING COMMITTEE 


Mr. Gary. Is the Joint Accounting Committee still working, Mr. 
Secretary ? 

Mr. Barrett. Yes. The report is in the course of preparation nov, 
Mr. Chairman. 

Mr. Gary. A joint committee of the Treasury, the Budget, and 
the General Accounting Office? 

Mr. Barret. That is right, sir. 

Mr. Gary. And it is still operating? 

Mr. Barrett. Yes, and you will be getting the report within the 
next few weeks—in a couple of weeks, probably. 


NARCOTICS ENFORCEMENT 


Mr. Gary. With respect to this matter of narcotics enforcement, I 
was very much interested to hear Mr. Rose say that that committee 1s 
considering State and local participation in the enforcement of that 
act. 

It seems to me that the major portion of the enforcement as to nar- 
cotics should be in the State and local authorities, certainly the local 





mar- 
t it”? 
ell us 
said, 


eS. it 


lative 
iVest- 


ibout 
n the 
2ps a 
ne to 
leans 
iS a 
exist 
ould 
t the 
, and 
ut it. 
nd J 


ven- 


Mr. 
now, 


and 


15 


enforcement of it, and that the Federal Government should be largely 
contined to the handling of the interstate feature of it. 

The Bureau of Narcotics has done a remarkable job in finding large 
offenders who are engaged in interstate traffic in narcotics. 

They have also done a remarkable job in locating the sources of sup- 
ply in foreign countries and in trying to break them up, and I think 
that. in that field they have a definite responsibility which they are 
discharging with excellent results. I hope that the Federal Govern- 
ment will never take on the enforcement of narcotics control to the 
point where the State and local authorities will feel that they do not 
have a definite responsibility in it because that is where the large 
majority of your enforcement officers are, and if you do not use them, 
it would require a tremendous Federal police force to enforce the nar- 
cotics laws. I hope the committee will give consideration to that 
phase of it, and I am sure that they will. 

Mr. Rose. That was very much the thinking behind that division 
of the full study, that local and State enforcement were properly func- 
tions of the State and local authorities and that the Federal Bureau 
should limit itself to interstate and foreign enforcement; that also 
some of the States and localities were doing a very fine job; that others 
were not doing as effective job; and that by a national survey we might 
be able to produce more effective enforcement at the local level which 
would add to the national effectiveness of total narcotics enforcement. 


SPECIAL ENFORCEMENT UNITS IN STATES AND LOCALITIES 


Mr. Gary. We received a very encouraging report last year from 
Dr. Anslinger as to the activities of various States and local com- 
munities in setting up special narcotic enforcement units which were 
very effective. Now, of course, the sale of narcotics in some localities 
is so negligible that units of that kind are not needed, but in the larger 
centers they are very greatly needed, and I think that should be en- 
couraged as far as possible. 

Mr. Ross. That is one purpose of the survey. 


UNITED NATIONS ENFORCEMENT AGENCY 


Mr. Gary. I hope that your committee will do what it can to keep 
the United Nations from transferring its enforcement agency from 
New York to Geneva. I think there is a proposal of that kind which 
is being considered. I believe the agency would be much more ef- 
fective in this country. There is considerable opposition to taking 
it out of the country, and I hope that you will have some influence 
on the United Nations in that respect. 

Mr. Rost. We have already expressed ourselves to Ambassador 
Lodge in opposition to that transfer. 

Mr. Gary. I personally have written a letter to Ambassador Lodge 
stating that it would be a mistake to move it. 

Mr. Canrietp. Mr. Chairman, may I ask one more question ? 

Mr. Gary. Yes, surely. 

Mr. Canrrevp. This is off the record. 

(Discussion off the record.) 
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WORKABILITY OF THE BUDGET 


Mr. Sremrnskt. Mr. Secretary, do you think you can make the 
budget. work ¢ 

Secretary Humpnrey. Make it work? 

Mr. Stemrnski. And doa good job? 

Secretary Humpurey. | think so, yes; I think this budget is pre- 
pared with just exactly the same care as the previous budgets, and we 
are making the very best estimates we know how to make. These are 
just as carefully worked out and as definitely stated as we know how 
to do it. 

Of course, when you are guessing 18 months ahead, with the condi- 
tion of the world as it is today, there are all sorts of opportunities for 
missing your guess, but this is the best guess we know how to make 
with no reservations. 

Mr. Streminskt. Is there anything about the activities of Congress 
that we could eliminate that would make your job smoother in creat- 
ing better understanding of what you seek to accomplish? Is there 
something more that Congress should know about fiscal management 
and its related functions, something that we do not now understand 
as a matter of public information or congressional information? Off 
the record. 

(Discussion off the record.) 

Secretary Humpnrey. I do not know. I think, as I pointed out a 
few minutes ago, there are misapprehensions about some of the things. 
There is a very common misapprehension, I think, that exists in 
people’s minds that if we reduce expenditures we might e xpect the debt 
limit to be reduced. Well, it is simple when you expl: iin it, but there 
are things that people do not understand, but I think that understand- 


ing is becoming broader, and it is just a matter of trying to keep at it 
so that people know the answer. 


BALANCED ECONOMY AND BALANCED BUDGET 


Mr. Sreminskr. Do you think, Mr. Secretary, that if we talked about 
a balanced economy as dramatically as we talk about a balanced 
budget that that might help you and the country to do a better job, 
not that you are not doing a good job at the present time ? 

Secretary Humpnrey. "T do not know ex actly what you mean. 

Mr. Sreminskt. We hear so much wt balancing the ce bal- 
ancing the budget. It is like a drumbeat. Should we not hear about a 
balanced economy as much as we hear : Thiet a balanced budignt Any- 
body can be in debt, as most American corporations are, and still pay 
great dividends and share in great profits. We can be in debt as a 
nation with large resources and still enjoy fantastic profits. I was 
wondering if you think the country could do a better job of under- 
standing the situation if a concerted effort was made by business, 
industries, and Members of Congress to get into the mind of the public 
the importance of a balanced economy. 

Secretary Humpnrey. Yes; I think the more widely it is under- 
stood the better it would be. 
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SPECULATION AND PUBLIC CONFIDENCE 


Mr. Sremunskr. It has just been reported in the papers that Mr. 
Rubenstein has been murdered in New York. His fortune is reported 
to be about $10 million. In his biographical sketch it is related that 
asa boy of 10 he fled from Russia with his father who was the banker 
and adviser to Rasputin, the mad monk of the czars. Later, in this 
country, Rubenstein was jailed for a period of 2 years, because he 
was a draft dodger. 

| wonder how one man in so short a period of time could honestly 
make a fortune of $10 million, unless he used two wars, draft dodging 
and political neutrality (as he said) to do it? Was there anything 
behind his purchase of the American Manchurian Co. in 1938? In 
these days, it seems incredible that a man could make $10 million by 
-ystematically ruining others as reported in his murder biography. 
U nless we control stoc k oper ations to show that the American economy 
's balanced and operated fairly, do you not think, Mr. Secretary, in the 
event of a setback that rumors could again spread through the land 
about reckless speculation? Such rumors have been previously re- 
ported, especially in times of social and economic change. When I 
was in Vienna, Austria, as part of the occupation in 1945, when the 
Reds arrested a man in business making money they conveniently 
called him a speculator. The inference was that he was crooked. We 
do not want the word to catch that connotation in this country; our 
foes could use it as an angle against our economy to promote their 
OWN. 

Do we not want to avoid that reported Rubenstein approach? Ruin 
others, take care of yourself. 

Secretary Humpurey. Of course, I do not know whether he was 
speculating in stocks, commodities, or lands. There are all kinds 
of things you can speculate in, you know, and probably you can make 
ore money speculating in commodities than you do in stock. 

Mr. Steminskr. And you would say it is quite all right to buy and 
sell, even as a speculator, as long as you do not break the laws. What 
I mean is you feel that there are sufficient laws at the present time 
that will help cushion any sort of reaction like we had in the e arly 
thirties ? 

Secretary Humpurey. While I believe you can stop a thing by the 
law, you get into the very delicate balance here between individual 

freedom and dictatorship and what you can really do and what you 
cannot do. I think that there unquestionably are and should be laws 

gainst unjustified action or unjustified pressures of various kinds, 
bn to tell one man that he cannot buy something or another man that 
he cannot sell something when he wants to sell ‘it or wants to buy it 
is going a long way tow vard interferi ing with individual freedom. 

We do it in certain cases and it should be done in certain cases, 
and certainly they should be barred, but generally speaking, the Amer- 

can citizen wants to be free to buy when he wants to and sell whe n 
hs ie wants to, be it a bushel of corn or anything else. 

Mr. Steminskt. That is right, but is there not also a feeling of great 
trust on the part of the Ameri 7 an people when they make investments 
in stocks or in industries? I do not want Wall Street to have ever 
again the stigma it had in the early thirties; we want people to have 





investment confidence. We want to make people feel about Wall 
Street like we do about having our flag, respected more and more 
everywhere. I want to avoid any free-wheeling, caveat emptor, 
public-be-damned attitude in investments. We know, doing business 
with each other, that it is safe to say that at present ‘the broad mags 
of the investing public has blind faith in everyone connected with 
the making of those investments. I refer particularly to the faith 
in those who control the big corporations, men like you and others 
who operate them, fine, honorable men. However, you men are not 
generally associated with the investment side of American industry, 
You are the men in the field and on the floor of factories; you run 
enterprises. 

I would like to caution the people who promote and collect and 
manipulate these investment moneys that come from all over America 
and the world. We should see to it that it will not be an exclusive, one- 
way, caveat emptor proposition, lest something be revealed similar to 
that which could be revealed, on the basis of press reports, in the 
Rubenstein transactions, if they ever come to light. There must be 
a dual sense of financial nena that money is accepted in 
good faith for a good cause. I do not think that we would like to 
say or could say to the American people that theirs is a faithless 
investment. Faith here works both ways. 

Secretary Humpurey. I agree with you fully that if there are loop- 
holes in our laws which permit crooked dealings, they certainly should 
be plugged up. 

Mr. Sreminskt. Thank you very much. That is all, Mr. Chairman. 

Mr. Murray. I would just like to thank Chairman Gar y and Con- 
gressman Canfield for their very kind words, and I hope that I will be 
able to make some contribution to the already excellent work that this 
committee has done for the country. 

I assume that there will be other individuals testifying on the break- 
down of these items you have in your appropriation. 

Mr. Gary. Yes. 


RELATIONSHIP OF STATE AND LOCAL BUDGETS 


Mr. Murray. I have some general questions to ask of them, but 
I would like to ask Secretary Humphrey just this one question: With 
the demands that the public is making at the State and local levels, 
and which are constantly increasing, I was wondering if, prior to the 
time you prepare the budget, your agency goes into the various local 
agencies and State agencies to determine what their budgetary figures 
are and what their needs are or what they are going to take care of at 
the State and local level? 

Secretary Humpnrey. Well, I do not think there is any complete 
detailed study of what all the different States are doing currently in 
anticipation of our budget. Our budget, except insofar as we have 
State aid or State partic ipation in some w ay, covers activities that are 
local and that the States do not participate in, so that the great bulk 
of our budget is independent of State action. ’ Where you have State 
aid or State participation as we have in a number of places, of course, 
there those particular agencies that are involved in those activities 
ae to know what the States are doing and how they plan to work 
them out. 
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Mr. Murray. Specifically, what I was thinking about is, you made 
the statement about the Government issuing some long-term conver- 
cion bonds, and I was wondering whether, prior to the time you issued 
those conversion bonds, you consulted with the cities and counties to 
determine what participation they can make in such a program. 

Secretary Humpurey. Well, they do not partic ipate in the program. 
They do not have to pi irticipate in any way inthe program. The only 
thine we want to do is to be sure that the market is broad enough at 
the time we are talking about to take care of the various demands that 
might be made by cities and States, as well as the Federal demand, 
and we very carefully estimate that. That is one of our most careful 
studies, to estimate what the State and local demands may be in the 
market over a certain period at the same time we are attempting to go 
in that same market during the same period. 

Mr. Burerss. Might I add, I had a meeting perhaps a year ago with 
State treasurers and comptrollers and so forth, and at that time we 
made arrangements for a very careful survey of the amount of Gov- 
ernment bonds that they absorb each year, which is very substantial, 
for their pension funds and so forth, and we keep in touch with them 
all along, both directly and through their banks who do the issuing. 
We found one of our best customers was the State or local govern- 
ments buying for their pension funds. 

Secretary Humrnrey. We have two relat ionships, one as a customer 

o buy our securities, and second, we both go in the market for 
pe omers that are customers of both of us. 

Mr. Murray. One of the vital problems, as I see it, in the country 
now is, with the demands on the local level, all the local governments 
or city governments are becoming more and more impoverished 
because of the lack of tax moneys to satisfy the needs of the people, 
and it seems to me there should be some coordination between the 
Federal Government and State and local governments to even out 
the spread of available tax money. 

Secretary Humpnrey. Ther elationship between the States and Fed- 
eral Government along those lines is being studied by a commission. 
It is a current thing. They call it the Commission on Intergovern- 
mental Relations, and it is headed by Meyer Kestnbaum, president 
of Hart Schaffner & Marx. 


TRUST FUNDS 


Mr. Jamts. We were discussing, Mr. Secretary, the use of trust 
funds for general purposes and how that use of such funds has the 
effect of increasing the public debt because you place bonds in those 
trust funds for the money that you use. You said at the time that 
that procedure did not call for any more money from the public. 
You pay interest on the bonds, do you not ? 

Secretary Humpurey. Yes. 

Mr, James. What interest do you pay? Is it uniform or does it 

vary ? 

Secretary Humpurey. It is whatever the current rate is. You put 
it a little differently than the fact, Mr. James. It is not that we put 
bonds in the trust funds that would not otherwise be issued. We 
would issue those bonds anyway because we have to have the cash to 
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pay our bills with. The only question is who buys the bonds. If we 
did not put the bonds in the trust funds we would have to sell them 
to the general public and take more money from the general public, 
because we need that many dollars to pay our current bills. 

Mr. James. Do I understand you can place in the trust funds the 
same series or types of bonds that you are issuing for sale on the 
market ? 

Secretary Humpnurey. Or we put in special certificates. 

Mr. James. That is what I am getting at. I understood that the 
bonds that were put in these trust funds were created over and above 
any authorized issue authorized by the Treasury. For instance, yo 
issue all kinds of short-term notes and bonds and certificates. If you 
issue this new 40-year bond, would it be in order for you to plac 
some of those bonds in the trust funds? 

Secretary Humpnrey. No; I think we would want to get bond 
of that kind into this other market. As I said when I first started 
out, in order to handle a debt the size we have, we have to have some- 
thing appropriate for every kind of market. We want to tap every 
market. 

Mr. James. In that case, would you say that the average interest 
paid into the trust funds for money borrowed from those trust funds 
is in excess of the average paid for the use of money borrowed in the 
open market ? 

Secretary Humpurey. Mr. Burgess can answer that. 

Mr. Bureess. The different funds under the law call for different 
rates of earning. The largest fund, the social-security fund, is on 
the basis of a rate that is not too far different than the rate on ihe 
whole public debt. 

Mr. Barrer. It is based on the average rate of interest and on the 
outstanding interest bearing debt, adjusted to the nearest one-eighth 
below the average rate. 

Mr. James. Do you have an idea of the total amount of money cue 
the trust funds at this time? 

Secretary Humpurey. Mr. Bartelt can tell you that. 

Mr. Barrevt. $45 billion. Of that about $20 billion is in the old- 
age fund and $8.7 billion in the unemployment trust fund. 

Mr. James. Off the record. 

(Discussion off the record. ) 

Mr. James. The statement has been widely made, particularly in 
the last political campaign, that the money used for general purposes 
out of the trust funds no longer exists and that no funds for the 
security of those trusts exists. 

Secretary Humpurey. That is a misapprehension, Mr. James, that 
I think should be corrected, and it is widely held so that it is quite 
necessary that it be corrected. When you have $45 billion in funds, or 
some such amount as that, you cannot have it in currency. You cannot 
have it in $10 bills. You have to have some evidence of it. 

When I first came down here a businessman said to me one day, 
right on this very point, “I understand that all the money that is col- 
lected for social sceur ity down there, you just put an I O U in the box 
and take the money out and there is nothing in there but a lot of IO U’s 
and the money is all gone.” He said, “That: is just crooked.” 

I said, “You have a pension fund in your company, have you not /” 
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He said, “Yes: we have a big pension fund in our company.” 

I said, “You think you are handling yours all right ?” 

He said, “We certainly are.” 

I said, “When you collect money from your employees and put it in 
your till, what do you do with it ?” 
' He said, “We invest it in Government bonds.” 

I said, “That is exactly what we do. We collect the money and we 
invest it in Government bonds.” 

Mr. James. I hope that some of the people up my way will read this 
testimony. 


STOCK MARKET OPERATIONS AND THE MARGIN REQUIREMENT 


Mr. James. Mr. Secretary, when we were discussing current stock 
narket operations at one point you said that the margin requirement 
had been increased in the market and indicated that was done not be 
cause there was any serious situation that had come out of increased 
speculation or purchase and sale of stocks, but rather as a warning 
signal. I wonder if you would care to state whether you feel that the 
increase in the margin requirement was fair or was not sufficient in 
view of the extent to which some of the stocks have fluctuated ? 

Secretary Humpurey. I think the change in the margin require- 
ment was good. I said I did not think it was of very broad effect. be- 
cause the great bulk of stock market business is not done on margin 
accounts. The margin accounts have not risen seriously and there is 
nothing in the amount of money borrowed on stock margins that 
would lead you to have any apprehension such as there was in 1929 
which people refer to. So while I think it is wholesome to increase 
the amount of margin required for the margin cases, it is a relatively 
small thing. 

There is something going on in this country today that has never 
existed to anything like the same extent heretofore, and I think people 
ought to know about it and understand it. I think it is the most whole- 
some thing that can possibly happen in this country, and that is this: 
There is a wider investment among millions of people in the securities 
of corporations in this country today than has ever existed before. 
It is not only by individual purchasers i in the market, but it is tre- 
mendously increased by the pension funds and unemployment insur- 
ance funds and things of that kind, and what it means is that there 
are millions of people working in industry today who have, every dav 
or every week or every month, taken out of their pay checks $5 or $10 
or whatever it may be that is deducted from their pay for pension 
funds, and that is used indirectly in part to buy stock with. They 
often do not realize it, but that money is taken out of their pay chec ‘ks 
ind turned over to their pension or insurance fund, and the pension or 
insurance fund takes those $5 or $10 bills and multiplies them into 
nillions and millions of dollars and invests them in Government bonds 
or bonds of State and local governments or in common stocks in the 
stock market, which is m: aking millions of people investors in American 
industry who never thought of doing it before. 

Mr. Gary. Mr. Seer etary, may I say this right here. Will you ex- 
cuse me, Mr. James? I certainly do not want to be considered as com- 
paring the present situation with 1929, because I do not think they are 
comparable. We have set up safeguards since 1929 that we hope will 





prevent another disaster of that kind. But I am mindful of the fact 
that the one lone voice crying in the wilderness prior to 1929, warning 
against what would happen. if the speculative market was not con- 

trolled, was Senator Carter Glass of Vi irginia, and everybody jumped 
on him and said he was in his dotage and did not know what he was 
talking about, and they found out later, to their sorrow, that he did. 

I think the movement recently to increase the margin requirement 
was to curb speculation, and I think it was a very wise precaution. 
While T do not want to insinuate the market is running wild now like it 
did prior to 1929, I think it is well to take precautions to see that it does 
not run wild. 

Secretary Humpunrey. I think we agree entirely with you that there 
should not be a wild running speculation, that it is not good for the 
country. 

Mr. Gary. I agree with you that certain speculation is necessary to 
maintain the market, but it should not run wild to the extent it did in 
1929. 

Secretary Humpuery. That is exactly right. 

Mr. James. Of course, the one way to stop anything like what hap- 
pened in 1929 is to keep the margin requirements high enough to pre- 
vent anv such situation from developing. Some of the stocks have re- 
cently fluctuated to the extent of as much as 20 or 25 points. 

Secretary Humpurey. That is right. 

Mr. James. If we do not have a high enough margin requirement 
here at the present time, setting off a bonfire under some of these 
volatile stocks might happen and that would have a serious effect 
on the whole market. That is why I wonder whether the margin re- 
quirement is high enough to safeguard against a blowup. 

Secretary Humrnrry. In view of the relatively small borrowing 
against stocks on margin, I thought that was a proper move. 

Mr. James. I, too, think it was a proper move. 

Mr. Steminski. We cannot compare the dollar of 1929 with the 
dollar of today; values have changed, habits have changed, and the 
outlook on life has changed. The dollar buys more leisure now, more 
longevity than it ever has. The dollar generates more energy than it 
ever did. 

Secretary Humpnnrey. I think we are talking about two entirely 
different things. When you take a statement such as the chairman 
was talking about, made up in dollars 20 years ago, and compare it 
with the statement made up today, you have to consider the difference 
in the value of the dollar. When you compare the conditions then 
and the conditions today. you are talking about a different thing. But 
you do not want to fool yourself when you are talking about. two 
statements. 


INCOME TAX ON SAVINGS BOND INTEREST 


Mr. James. I have one more policy matter I would like to discuss. 
Many people are holding on to the E bonds, I understand. A lot of 
them are being held in relation to those being cashed in. 

Secretary Humpnrey. That is right. We are making progress. 

Mr. James. That is probably true of other series as well as the 
series E bonds? 

Secretary Humpnrey. I think that is true. 
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Mr. James. When 10 years have gone by and many of these bond- 
holders find themselves in possession of $1,000 for every $750 they 
invested, there will be a necessity at that time of paying back a part 
of that accumulated interest as income taxes; will there not ? 

Secretary Humrurey. You mean if they cash them in? 

Mr. James. If they mature. 

Secretary Humrurey. If they cash them in. 

Mr. James. It is a mistake to say they are going to get $250 for 
every $750 invested because they will not. The Government will 
vank back a tax cut. That is all right at this point, but I am wonder- 
ing Whether there has ever been a study made of what the effect would 
be if interest on bonds should be made tax exempt. It might result 
in creating a more appetizing situation for those thinking of investing 
in bonds. 

Secretary Humpurey. We have studied it at length and there are 
arguments on both sides. I think so far we have concluded that we 
are better off not to do it, but there are arguments both ways. You 
see, you have quite a disparity. When you make something tax 
exempt you are getting quite a disparity. ‘The fellow in a 90-percent 
bracket gets one benefit and the fellow in another bracket gets another 
benefit. There are a lot of problems in connection with it. 

Mr. James. On the other hand, if I put the same amount of money 
in an enterprise and the growth of that enterprise causes the security 
to be worth one-fourth more than the price I paid for it, and I sell it 
after 6 months, I have a long-term capital gain. So there is a point 
of injustice there against the E bond purchaser. 

Mr. Forsom. No. You are paying an income tax on interest. 

Mr. James. I am talking about all kinds of securities. 

Mr. Fotsom. You are talking about principal appreciation. This 
is interest. 

Mr. James. The small investor cannot go into the niceties of what 
make the difference between interest and capital gain. A lot of people 
have only $10,000 or $15,000 to invest and most of them like to have 
a little of that money in Government bonds. They often like to have 
a nest egg in Government bonds, just in case. It seems to me the 
people who invest in E bonds get the short end of the deal when the 
bonds are matured and the full amount is paid—$1,000 for $750 in- 
vested—and on the $250 they have to pay income tax for that year in 
which the bonds mature. 

Mr. Forsom. They could pay the interest each year if they wanted 
to. 

Mr. James. That would not solve the problem. 

Mr. Forsom. It is income. 

Mr. James. It is not income in my book until] it is received. What 
Iam trying to drive at, there has been a large turnover of E-bonds 
and the turnover has lessened but there is still a turnover. 

Secretary Humpnrey. That is right. 

_ Mr. James. It would save the Government a lot of money in print- 
ing bonds that may only be held for 6 months. 

Secretary Humpurey. That is a thing we have given a lot of 
thought to and there are arguments both ways and when you get it 
all analyzed it is pretty hard to tell. You have raised a very difficult 
question. 
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Mr. James. I know that, but I raised it, shall I say, on my oy, 
behalf. 


Mr. Gary. We will be glad to hear from Mr. Folsom now. 
STATEMENT OF UNDER SECRETARY FoLtsom 


Mr. Fousom. Mr. Chairman and members of the Treasury Subcon. 
mittee on Appropriations, I will first take up the Internal Revenue 
Service. 


INTERNAL REVENTE SERVICE 


Secretary Humphrey indicated that certain costs covered by th 
Supplemental Appropriation Act for 1955, as approved by the Con. 
gress, would be reflected in the budget programs for 1956. It wil 
be recalled that in presenting our regular 1955 budget estimates and 
again in the request for supplemental funds, we referred to long. 
range plans by which we hope eventually to double our force of rey 
enue agents through the process of adding approximately 1,000 ney 
agents per year. The expense for this additional personnel will be 
recovered many times over in the form of additional tax revenue. 
This is a good investment and we were pleased that in approving the 
supplemental appropriation the committee indicated concurrence it 
this general objective. The need is clear, and the benefits to be derived 
cannot be questioned as a matter of sound investment. The only ques- 
hak relates to the ability of the Service to recruit, train, and assimilate 
new agents at the rate proposed. Commissioner Andrews will be glad 
to report on the details of our experience in this regard to date. 

In general, the budget estimate of $286 million requested for 1956, 
which represents an increase of about $12.3 million over the appro- 
priation for the current fiscal year, contemplates a projection of this 
same program of adding about 1,000 new revenue agents and provi: 
ing necessary clerical and other supporting costs for another year. 

Reorganization of the Service has now been substantially completed. 
Resulting advantages are already becoming apparent through in- 
creased revenue collections from enforcement effort, increased prose- 
cutions recommended, increased numbers of returns being examined, 
and reduction in backlogs of unsettled tax cases. The problem of 
overdue tax accounts has yet to be satisfactorily solved ; however, at- 
tention is being directed to its solution. All in all, we are well pleased 
with the achievements of the Service which, despite i many changes 
that were made during the fiscal year 1954, collected more revenue in 
that year than in any prior fiscal year in the history of the Nation. 


BUREAU OF CUSTOMS 


The 1956 estimate for the Bureau of Customs is $41.2 million, an 
increase of $1,203,700 over the current year appropriation. Of this 
total increase, $719,000, or 60 percent, is to finance the fringe benefits 
under Public Law 763. Major among these costs is the conversion of 
certain CPC positions to prevailing wage rates, and the new uniform 
allowance provisions. The remainder of the increase will finance ad- 
ditional mail examination, particularly in connection with the control 
of propaganda material, additional overseas staff for value investiga- 
tions, the reclassification of certain enforcement positions, and essel- 
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rial equipment replacements. In all, these increases will make it pos- 
ible for Customs’ limited statf to cope more efficiently with the tremen- 
jous workload volumes which it faces. 
During the past year, much noteworthy progress has been made in 
liminating difficulties of importers and others in processing goods 
through C ustoms, and in facilitating Customs procedures for tr: avelers. 
Liquidation backlogs have been subst: antially reduced; required docu- 
entation for Customs purposes has been simplified, and several sig- 
icant aids to travelers have been placed in effect. Commissioner 
Kelly will give you a further report on these matters when he appears 
efore you at a later date. 


BUREAU OF ACCOUNTS 


The estimates for the administrative expenses of the Bureau of 
Accounts, including the appropriation for the Division of Disburse- 
nent, total $18.2 million, which represents an increase of approxi- 
nately $0.8 million over the approprit ition of $17.4 million for 1955, 
The Bureau is requesting an increase of $51,300 to improve the fae : 
tions and operations of : (1) the central accounting and reporting oper- 
tions; (2) the depositary work; and (3) the internal audit program. 
In addition, an increase of $725,000 is required to process over 17 mil- 
lion additional check payments. The increased work volume in check 
payments for the most part represents additional social security bene- 
‘its resulting from the Social Security Amendments of 1954. 

During the last fiscal year, the average cost of making payments, 
exclusive of postage, was slightly less than 5 cents—the lowest cost in 
ihe history of the Division of Disbursement. 


BUREAU OF THE PUBLIC DEBT 


The estimate for the Bureau of the Public Debt is $44.7 million, in- 
duding the sum of $4,894,800 for the United States Savings Bonds 
Division, a decrease of $297,300 under the amount appropriated for 
the Bureau for fiseal 1955. 

With respect to the savings bonds program, we are glad to be able 
to report that the cash sales are the best in 9 years and the net sales, 
that is, the excess of cash sales over redemptions, are the highest in 
»years. The series E and H bond holdings reached an all time peak 
of $38.2 billion in cash value in the hands of over 40 million of our 
citizens. 

Through the savings bonds program many people, for the first time 

n their lives, have become systematic and substantial savers. It 
| national thrift program which has paid impressive dividends i 
lelping to keep our economy healthy and strong. 

With the active support. of the many thousands of patriotic, public 
spirited volunteers who give the Treasury their time, their energy and 
their influence to sell savings bonds, we proposed to continue this pro- 
gram at the same high lev el during the fiscal year 1956. 

In the other phases of the work in this Bureau, it was nec essary, 
luring the current year, to discontinue temporarily work in the two 
savings bond operations and to decrease certain supply inventories 
below. normal, in order to maintain obligations within the appropria- 
tion available. Funds have been requested in 1956 to permit the re- 





sumption of only one of the operations and to make only necessary 
purchases at use levels. The Commissioner of the Public Debt wil] 
give you the details concerning the funds requested for these items, 

The Bureau has recently effected a significant procedural change ip- 
volving the processing of retired savings bonds. We expect that say. 
ings resulting from this change will reach about $800,000 a year. This 
has been taken into consideration in developing the estimate for 1956 
of $44.7 million. 

We are continuing to show a decrease in employ ment under this ap- 
propriation in 1956. While the decrease is moderate in 1956 com. 
pared with 1955, the estimate of 3,812 average positions in 1956 is 100 
fewer than were used in 1954 and 600 fewer than in 1953. Notwith- 
standing this decrease, it will continue to be our objective in 1956 t 
furnish the holders of Government securities with prompt and satis. 
factory service. We believe this can be accomplished within the 
amount requested, unless unforeseen circumstances should occur which 
would materially increase the volume of security issues or retirements 
which the Bureau of Public Debt is required to process. 


OFFICE OF THE TREASURER OF THE UNITED STATES 


The Office of the Treasurer of the United States is requesting for 
1956 the sum of $15.5 million which is essentially the same as the 
amount appropriated for the current fiscal year. Nearly $10.5 mil- 
lion, or approximately 68 percent of the total amount of the estimate, 
is required for the purchase and shipment of United States paper 
currency so that administrative control over the total requirements 
for this office is confined pretty much to the remaining 32 percent of 
the appropriation. 

The estimate for 1956 makes no allowance for an estimated net 
inerease in workload of approximately 10.7 million checks due prin- 
cipally to the expansion in social security benefit payments, nor does it 
take into consideration additional requirements of approximately 
$25,000 for “fringe benefits.” In fact, the estimate will fall short of 
meeting regular operating requirements by approximately $200,000, 
based on present unit costs. The task that has been cut out for us 
here is to intensify our research for still further management improve- 
ments to cover this gap. 


BUREAU OF ENGRAVING AND PRINTING 


No appropriation is requested for the Bureau of Engraving and 
Printing for the fiscal year 1956, since the Bureau conducts all of its 
operations on a completely reimbursable basis, as authorized by Con- 
gress in 1950. 

It is anticipated that the Bureau’s work program for the fiscal year 
1956 will be substantially the same as that for the current year. Hovw- 
ever, with further reductions being realized in production costs as the 
result of completing the first phase of the Bureau’s overall moderniza- 
tion program, the value of the work program for 1956 is estimated 
at $27,088,000 as compared with $27,939,000 for 1955. 

Recently, the Bureau embarked on the second phase of its overall 
modernization program with one of the main objectives being the 
development of suitable equipment to allow the printing of currency 
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32 subjects to a sheet instead of 18. It is anticipated that this pro- 
oram Will effect further economies in its operations. 

As a result of the theft of finished currency by a Bureau employee 
in December 1953, the Chief of the United States Secret Service was 
directed to make a thorough and comprehensive survey of the security 
system employed throughout the plant. This study has been com- 
pleted and a considerable number of recommendations have been made 
to provide for strengthening security at the Bureau. Many of these 
recommendations have already been put into practice and others are 
still in the process of evaluation to determine whether the increased 
security obtained through their adoption warrants the expenditure of 
the funds involved. 


BUREAU OF THE MINT 


The estimate for the Bureau of the Mint for fiscal 1956 is $3.65 
million. This is $738,000 less than the amount appropriated for fiscal 
1955, and contemplates closing the Seattle Assay Office, discontinuing 
colnage operations at the San Francisco Mint, and curtailing refinery 
operations. Coinage production is estimated at 830 million coins in 
fiscal 1956 as against a planned production of 1,116 million for the 
current fiscal year. 

The Bureau’s program of expenditures for fiscal 1956 seems to us 
to be conservative. 


UNITED STATES COAST GUARD 

The estimates for the Coast Guard for 1956 total $185,475,000 and 
contemplate substantially the same level of operations in 1956 as was 
provided for in 1955. The 1956 estimates represent an increase of 
$510,700 over the 1955 appropriations totaling $184,964,300. Neces- 
sary provision has been made for replacement of 3 of the overage sea- 
planes, normal additions to the retired list and improvement in the 
program of training Coast Guard reservists. However, a reduction of 
$1,809,300 has been made in operating expenses of the Coast Guard 
from the corresponding appropriation of 1955. 

Funds for the ocean weather station program have again been 
omitted from Treasury estimates since the Coast Guard is carrying 
out this operation for the Department of Defense on a reimbursable 
basis. 

_ The Commandant of the Coast Guard is prepared to discuss these 
items and other phases of the estimates when he appears before you. 


BUREAU OF NARCOTICS 


_ The estimate for the Bureau of Narcotics for 1956 is $2,990,000, or 
*220,000 over the appropriation for the current year. Of this increase, 
it is estimated that $183,400 will be required to put into effect the new 
premium pay in lieu of overtime provisions of the “fringe-benefits” 
bill, The remaining $36,000 is to be used primarily to meet increasing 
costs of automobile storage and repair and to increase the funds for 
awards to informers. No change is contemplated in the size of the 
force in our continuing fight against a detestable foe, as Commissioner 
Anslinger will explain to you. 





UNITED STATES SECRET SERVICE 


For the Secret Service, we are requesting appropriations of $4,(2s, 
000, an increase of $348,000 over the 195 59 approprit itions. 

The larger part of the increase is for the projection to a full yea 
basis of the salary and related expenses of agents, field clerks ‘ani 
White House Police, provided by the Supplement: al Appropriatioy 
Act of 1955 for a part of the year, and for premium compensation fo) 
overtime required to be paid agents under the provisions of the “fringe. 
benefits” bill. 

There has been no appreciable reduction in counterfeiting cases sinc 
1951. However, there has been a considerable reduction in the amount 
of counterfeit money in circulation. This is attributable to the su 
cessful efforts by Secret Service agents to discover counterfeiters an( 
the seizure of counterfeiting plants before the money could be placed 
in circulation. 

The fraudulent negotiation of Government checks has increased 
during the past year, partially due to the large increase in the number 
of checks paid. 

The funds requested in the estimate for 1956 will aid materially in 
reducing the current backlog of cases pending investigation and fur. 
ther assure the necessary protection for the President and the White 
House. 

OFFICE OF PRODUCTION AND DEFENSE LENDING 


Under the provisions of the RFC Liquidation Act and Reorganiza- 
tion Plan No. 2 of 1954, the Secretary of the Treasury was given 
responsibility for administering the Federal Facilities Corporation, 


the liquidation of the RFC, a id the lending programs conducted wn- 
der title IIT of the Defense Production Act and section 409 of the 
Federal Civil Defense Act. These various activities were brought 
together in a new Office of Production and Defense Lending under the 
direction of Assistant Secretary Robbins. 

The limitations or maximum amounts requested for these activities 
in 1956 total $2,250,000, a reduction of $2,239,000 from the total of 
$4,489,000 for the fiscal year 1955. 

The Federal Facilities Corporation has been conducting the Gov- 
ernment’s program for the production and sale of synthetic rubber 
and refined tin. The 1956 budgets for these activities are primarily 
limited to clean-up activities, since it is anticipated that the synthetic 
rubber producing facilities will soon be sold to private interests, and 
that production of tin will be discontinued at the close of the current 
fiscal yeat 

The liquidation of RFC is being carried out as expeditiously as 
possible under the general policy ‘of securing the highest possible 
return on the funds invested in RFC assets without creating undue 
hardships for those indebted to the Corporation. The budget for 
the liquidation of RFC anticipates total budgetary receipts of more 
than $110 million in each of fiscal years 1955 and 1956. It is est 
mated that the Government’s investment in RFC programs will have 
been reduced to $91 million by the close of fiscal year 1956. Of that 
investment, $66 million will be the assets acquired under RFC’s lend- 


ing program, and the balance in assets remaining from liquidation 
of World War IT programs. 
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The programs for defense production and civil-defense lending are 
being carried on at the minimum levels required under present inter- 
national and military conditions. Loans previously made under these 
programs are being placed in the hands of private financial institu- 
tions as rapidly as possible. 


ADMINISTRATIVE OFFICES OF 'THE SECRETARY 


The estimate for 1956 for the Administrative Offices of the Secre- 
tary of} $2,680,000 will provide an increase of $80,000 over the current 
year’s appropr lation to cover the salary of the newly created position 
of Assistant Secretary, and to provide necessary clerical staffs for the 
Offices of the Under Secretary for Monetary Affairs and the Assistant 
Secretary. The increases will also cover additional requirements im- 
posed by the “fringe benefits” bill for the conversion of CPC grades 
to wage-board classific ations. 


SUMMARY 


This general summary will serve to highlight some of the more im- 
portant matters involved in the budget estimates you have before you. 
The estimates have been carefully considered and represent our best 
judgment of the minimum amounts needed to carry out essential func- 
tions and services. 

We will be happy to answer any questions the committee may have, 
and the various bureau repr esentatives will, when they appear before 
you, be prepared to go into any of the details of their programs at 
such length as the committee may desire. 

Thank you. 

Mr. Gary. Mr. Folsom’s statement is a very informative state- 
ment, but it deals almost entirely with the various divisions which 
will appear before the committee at a later date, and to go into ques- 
tions on those items at the present time, it seems to me, would be more 
or less a duplication because they will be coming up again when the 
division heads are here. So, unless there are general questions, I 
see no need for further questions on that partic ular paper. 

Is that agreeable to the committee? Are there any general ques- 
tions 

Mr. Steminski. Yes, sir. May I go back to the Secretary ? 

Mr. Gary. Yes. 


LOCAL COMMUNITY FINANCING 


Mr. Sreminsxr. There are 1 or 2 things that my community is 
worried about along lines of local finance. What happens to local 
linancing when the Federal Government, in the national interest, 
ihtkes a move such as the great highway program that will come 
through? Have you studied the effect of a wonderful project like 
that on the communities through which that highway system will go? 

For example, on a local level. there will be a fight as long as ‘the 
people in my district have to pay the taxes which the N ew Y ork Port 
Authority has taken away from the local government. We on the 
ground in Jersey City have to foot the tax: the Port of New York 
Authority has no regard for the needs it has imposed in maintenance 
ind other items on the local taxpayers in the community. Now your 





30 


highway program will come through. What compensation are you 
going to allow for tax ratables? Over how many years? 

Secretary Humpnrey. You have raised a question of extreme con- 
flict which always exists wherever interstate facilities are required 
It goes back to the day when the railroads were put through. You 
always run into this conflict with local authorities and local situa- 
tions. I think it is true that when some facilities, some Government 
facilities for instance, go into a community, bringing a lot of people 
with them, and they are tax free, it leaves the loc: al communities with 
the tax burdens for schools, and so forth, and I do not think it is 

right, frankly. I think where Federal facilities go in and put addi- 
tional tax burdens on the local people, there should be some con- 
pensating features. 

On the other hand, your real estate around Jersey City would not 
be much good if you did not have the fine port facilities. “So that you 
have a compensating factor in and of itself there. Itisa very difficult 
thing to balance out. 

Mr. Sreminskr. But you agree there is a degree of mutuality and 
reciprocity that should be realized ? 

Secretary Humpnrey. That is right. 


PARTICIPATION IN WORLD MARKETS 


Mr. Sreminskr. That was one thing. The other thing was, in this 
statement of yours you say that your program is geared to promote 
the future strength and power of our economy, and the testimony 

shows you are for greater participation by this country in world 
markets. Do the American people know who their economic friends 
are today? Is it possible to get offhand an idea of how much we 


are in the South American market, how much in Australia, in Africa, 
in Asia, in Canada, in the Soviet bloc, so that we can see what we 
are doing, just as American businessmen can pinpoint where their 
business is coming from ? 

Secretary Humenney. There, again, vou are getting in a field where 
you cannot generalize. I think this whole tariff business is a matter 
of great selec ‘tivity. We have two sets of people to protect in America, 
the people who will be put out of work by having imports come in 
that will undersell them because of lower labor costs in other coun- 
tries; and then you also have thousands of American workers making 
things in this country that are sold abroad who would be out of work 
if those things did not have foreign markets to move into. 

Mr. Gary. You have the consumers, too. 

Secretary Humpnrey. You have the consumers on both sides. 

Mr. Sreminskr. You said if you were a young man you would go 
to Brazil and make a fortune. That is why I asked this question. 
You and we have to continue that pioneer sipirit. I am interested in 
the approach to all continents. I would like to bring with it 4 
greater consciousness in the role it has to create and keep the peace. 
We, as well as other people in the world, and their continents, should 
know what the stake is, how valuable we are to each other. You 
have said Brazil. You have great vision and imagination. Your 
life shows that. Why cannot “the people of the world realize the 
many Brazils there are in the world? 

Secretary Humpnrey. Brazil is a tremendously rich country 1 
natural resources. 





re you 


1e Con- 
juired, 

You 
situa- 
nment 
people 
S with 
k it is 
; addi- 
> com- 


Id not 
at you 


ifficult 


v and 


in this 
‘omote 
imony 
world 
riends 
ch we 
\ frica, 
1at we 
. their 


where 
matter 
nerica, 
yme in 
coun- 
vaking 
work 


ald go 
estion. 
sted in 
h ita 
peace. 
should 

You 
Your 
ze the 


try i 


31 


Mr. Sremtnskt. Look at Asia, rich in the labor market; in the 
consumer market. 

Secretary Humpurey. You have to balance your natural resources 
with your political difficulties, too. It is an individual matter. I 
do not think you can generalize on it; you have to be specific. 


LEND-LEASE CURRENCY 


Mr. Stemrinsxi. If there should be another blowup, to avoid a 
Dexter White approach on occupational currency in the future, sup- 
pose we have an ally that must face foreign-occupation duty but it 
has not the cash to pay its troops to do the job. Can they come to us 
on a lend-lease basis to get cash to carry on the occupation? Or will 
they have to resort to a Dexter W hite approach with money plates 
to stay in the game to carry on their share of a joint occupation 
Which would be crooked though expedient. 

Secretary Humpurey. I think the next time, instead of sending 
plates, we will send some red, white, and blue money. 


RECIPROCAL TRADE LAW 


Mr. Gary. You have just said, Mr. Secretary, you felt this had to 
be handled on an individual basis. Does that not make the reciprocal 
trade law desirable because it gives the President an opportunity to 
consider cases on an individual basis ? 

Secretary Humpurey. I think that is right. You want to always 
remember this, that there are some very careful hedges and some 
very careful protections in the law that are there to be available for 
use to protect American industry. This is the kind of thing I think 
we have to be extremely cautious with, and I think if we apply just 
one criterion always, and that is what is best for America—and i do 
not mean in a narrow, selfish way but in a broad w: ay, t taking into 
account all the conditions, employment and the necessity for export- 
ing and all the various things—in a broad, long-range viewpoint we 
ought to do what is best for - America, and when we do that I do not 
think we will get in much trouble. 

Mr. Gary. It seems to me that is the chief virtue of the reciprocal 
trade law, the fact that it gives the President some leeway and there- 
fore makes tariffs subject to compromise and agreement, rather than 
having them determined in the Congress, where | they become political 
footballs. 

Secretary Humpnurey. I think in a broad way the law can be 
alministered very beneficially to the country. 

Mr. Gary. Any further questions ? 

Mr. Canrretp. Is the Secretary going to be dismissed ? 

Mr. Gary. We take up the Office of the Secret ary tomorrow. I do 

hot know if he will be back. 

Secretary Humpnurey. I will not be back, but you can recall me at 
any time, 

Mr. Canrretp. Mr. Chairman, I have been on this committee for 
many years, and I have seen witnesses come and go. I want to say this 
to you, Mr. Secretary, I have always been impressed by your ap- 
pearance and your testimony. I have seen you in public addresses, I 
have seen you on TY, and I have obtained the same reaction. I have 
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discussed your approach to your assignment with people in ma) 
walks of life, and all of them seem to concur with me that you ar 
doing a wonderful job. They have great faith m you and the te: 
of men you have gathered around you. Again, 1 wish you well in th 
difficult job. 

Secretary Humpnrey. That is very nice, Mr. Canfield. I just way 
to say this, I will stack up the Treasury team as individuals with thy 
organization of any business in America, job for job. 

Mr. Gary. I think that is true and, frankly, I will say that, 
the main, I think that is true of most Government agencies. They ca 
be compared with outside agencies without fear of odium. Most o| 
the Government agencies are well administered and I wish that 
could get that story over to the people as well as Mr. Sieminski’s stor 
because, after all, I think one of the greatest necessities to the prese 
vation of this country is the faith of the people in their evan 
ment. The one thing the Communists have been trving to do is 
destroy the faith of our people in our Government, and once thi 
succeed they will have accomplished a large part of their missioi 
[, for one, have always felt that our Government agencies are mu 
better than the average person gives them credit for being. I th 
uur Government departments in the main are well manned and co. 
pare favorably with outside business, and this is particularly true ¢ 
the Treasury 1 partment, where we have had good administratio 
over a long period of time. I think this administration is no exce} 
tion. y assure you this committee will be very glad to cooperate wit 
you in an effort to maintain it and improve it, if possible. 

Secretary Humpnrey. Thank you very much 
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SALARIES AND EXPENSES 
Amounts available for obligation 


| Balances for June 30, 1954, are as certified under sec. 1311, Publie Law 663 
1954 actual | 1955 estimate 


$2, 400, 000 $2, 600, 000 
t ing the public lebt, Bureau of 
pur suant to Rev organization Plan No. 26 of 
» 000 
“Salaries and expenses, Bureau of Accounts, 
irsuant to Reorganization Plan No » of 1950 . 100 


d <i appropriation o timat 2, 670, GOO 2, 600, 000 
Reimbursenients from other ‘counts 78, 293 80, OOO 


Total available for obligation 2, 849, 193 2, 680, O00 
Unobligated balance, estimated saving , 726 
Obli ons incurred 2, , 467 
omparative transfer from ‘‘Salaries and expenses, Bureau of 
Narcotics’ 2, 200 


Total obligation 2, 856, 667 2, 680, 000 





oe 


Obligations by activitics 


Description 


Direct Obligations 


itive direction 
nistration and coordination of legal services 
al aiministrative services 
tion and maintenance of Treasury bui 
gency first-aid 

otal direct obligations 
1e\ 
Lost , Obligations Payable Out of Reimburse 
| iccounts 


hat y 
; .! administrative services 
3 STO] 1 O tion and maintenance of T 
preset ital obligations payable out reimbursements from 
: 178, 293 


,.ccounts ‘ 


rover 


tions 2, 856, 667 


Obligations by objects 


Object classification 1954 actual 


Summary of Personal Services 


mber of permanent positions 

e equivalent of all other positions 
number of all employe« 

r of employees at end of year 


salaries and grades 
‘ral schedule grade 
Average s ilary 
Lverage grade 


t 
raded positions 


service obligations 
manent positions 
tions other 
ulal pay in exc 
cit above basic rat 
r payments for personal services 


lotal personal service obligations. 
Direct Obligations 


nal services 
Cl 
insportation of things 
munication service 
ind utility services 
i und reproduction 
ther contractual services 
Services performed by other agencies 
upplies and materials 
julpment 
elunds, awards, and indemnities 
es and assessments 


tal direet obligations 


ns Payable Out of Reimbursements From Other Accounts 


rsonal services 

munication services 

ind utility services 

ting and reproduction 

plies and materials 
julpiment 

tal obligations payable out of reimbursement 
her accounts 


tal obligations 


2, 600, OOO 


2 680, 000 


. 400 
OOO 
100 
OOO 

, 000 
o, OOO 
, 000 
, 600 
, 100 
, 000 
300 
2, 500 


OOO 


OO) 


OU 
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Analysis of expenditures 


Obligated balance brought forward 
Obligations incurred during the year 


Adjustment in obligations of prior years 
Reimbursements 


| 
1954 actual | 1955 estimate | 


Obligated balance carried to certified claims account__________ 


Obligated balance carried forward_- 
Total expenditures__ 


Expenditures are distributed as follows: 
Out of current authorizations 


$177, 627 | 
2, 844, 467 | 


3, 022, 094 | 
—2, 641 | 
—178, 293 | 
—132 | 


—117,642| 


(Balances for June 30, 1954, are as certified under sec. 1311, Public Law 663) 


$117, 642 | 
2, 680, 000 


2, 797, 642 | 


—115, 252 


1956 estimate 


$115, 250 
2, 760, 000 


— 126, 092 





2, 723, 386 | 


| 


Out of prior authorizations___._..-.....-.-...... kha 


BUDGET JUSTIFICATION 


2, 552, 894 
170, 492 | 


DATA 


Mr. Gary. The committee will come to order. 
morning the Office of the Secretary, and we will put into the record 
pages 2, 3, and 13 of the justification. 

(The matter referred to is as follows:) 


2, 602, 390 | 


2, 484, 748 
117, 642 | 





2, 669, 160 


2, 553, 908 
115, 252 


We take up this 


SALARIES AND EXPENSES, OFFICE OF THE SECRETARY OF THE TREASURY 


Analysis of appropriation base 


Regular appropriation, 1955 act 
Supplemental appropriation for 1955 


Total appropriation, 1955 


Appropriation base for 1956 


Increase over appropriation base for 1956 


Appropriation estimate for 1956 


Increase or decrease from total appropriation, 1955 


> for fiscal year 1956 


2, 600, 000 


2, 600, 000 


SO, O00 


2, 680, 000 


80, 000 


Comparison of appropriation base with appropriation estimate for 1956 


Appropriation base 
for 1956 


Activity 


Average 
positions 


. Executive direction. --_- : 

. Administration and coordination | 
of legal services . 

. General administrative services. -| 

. Operation and maintenance of | 
Treasury buildings_........----| 

. Emergency first-aid | 


Total he th 
Adjustment in base (net) _ -- 


Total, adjusted appropriation 
1955 and appropriation esti- 
mate for 1956___- tbe 


56. 


1 


43.8 
109. 


137.8 


447. < 





447.2 | 


Amount 


$1, 072, 836 | 


285, 982 


631, 400 | 


Appropriation esti- 


mate for 1956 


Averag 
positions | 


163. 


43. 
109. 


e 
| Amount 


| 
| $1, 122, 836 
285, 982 


Increase or decrease 


Average 
positions 


+7.0 


555, 182 | 
54, 600 | 


2, 600, 000 | 


137. 


454. 


2, 600, 000 | 454. 


| 
| 631, 400 | - 


| 
| 2, 680, 000 | 


+7.0 


Amount 


+-$50, 000 


+30, 000 
+20, 000 


| 


+80, 000 





——.. 


stimate 


115, 252 
760, 000 


875, 25 
—80, 000 
126, 092 


, 669, 160 


, 553, 908 
115, 252 


00, 000 


00, 000 


00, 000 
80, 000 


80, 000 


80, 000 


156 


decrease 


A mount 


+$50, 00 


+30, 000 


+80, 000 
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GENERAL STATEMENT 


The Office of the Secretary is responsible for the overall direction and admin- 
istration of the Treasury Department. This responsibility includes the follow- 
ing: (1) formulation of tax and fiscal policies, (2) management of the public 
debt, (3) collection of revenue, (4) printing of currency, (5) manufacture of 
coins, (6) lending functions under section 302 of the Defense Production Act 
of 1950 and under section 409 of the Federal Civil Defense:Act of 1950, (7) 
liquidation of the Reconstruction Finance Corporation, (8) supervision of the 
Federal Facilities Corporation, (9) the administration of the United States Coast 
Guard, Secret Service, and Bureau of Narcotics, (10) codrdination of law 
enforcement activities, and (11) the central management of the Department. 
In addition, the Office of the Secretary provides legal services and facilities, 
central administrative services, buildings operation and maintenance program, 
and an employees’ health program for organizations within the Department which 
do not have such services and facilities. 

An appropriation in the amount of $2,600,000 was provided for the Office of 
the Secretary for the fiscal year 1955. The estimate of the appropriation for the 
fiscal year 1956 is in the amount of $2,680,000, an increase of $80,000 over the 
estimated requirements for 1955. The increase requested is to provide funds for 
the position of an additional Assistant Secretary and staff assistants for the new 
Assistant Secretary and Under Secretary for Monetary Affairs—two new posi- 
tions established by Public Law 516, 88d Congress, approved July 22, 1954. It 
also provides funds to cover the cost of mandatory conversion of CPC grades to 
Wage Board pursuant to section 105, Public Law 763, 88d Congress. 


EXPLANATION OF LANGUAGE CHANGES 
No request is being made for any language changes in the fiscal year 1956. 


Salaries and expenses, Office of the Secretary of the Treasury, standard classification 
schedule (direct obligations only) 


| Increase (+) or 
Appro- Appro- | Appro- decrease ) 1908 
priation | priation | priation | eorumnte over 
estimate base for estimate |— ee 
1955 1956 | 1956 =| 1956 _|1955 esti- 


| 
| base mate 


Total number permanent positions -----...--------- 52 | 59 | +7 
Average number of all employees-_-------.--.------- 4 54 | +7 
Number of employees at end of year | +8 


Average salaries and grades: 
General schedule grades: 

SU a a lg $5, 8! 7 +$80 

Average grade ; hd a 

Ie inn ac cbcncedsensounnatucs ; ‘ +$47 


é 





OBJECT CLASSIFICATION 


Personal services: | | 

|$2, 287, 201 |$2, 297, 788 | $2, 369, 978 |-+$82. 777 
Part-time and temporary positions. -__-._...---- 10, 200 3, 000 3, 000 | —7, 200 
Regular pay in excess of 52-week base 9, 191 9, 212 | 9, 522 | : +331 
Payment above basic rates. _..-._.---.--.----- 26, 000 26,000 | 33,500! +7,500 | +7.500 
Other payments for personal services --. ~~... -~- 5, 808 2, 400 | 2, 400 | —3, 408 








,. otal personal services. - - -- atawees soemhagan | 2,338,400 | 2,338,400 | 2, 418, 400 | +80, 000 
iravel cmipian dksicial a taautatenn | 13, 000 13, 000 | 12, 000 
transportation of things_....--.- 100 100 100 

Con 50, 000 50,000 | 50, 000 | 
Rents and utility services ; | 50,000 50, 000 50, 000 |___- 
Printing and reproduction... - Be 15, 000 15, 000 | 15, 000 | 
Other contractual services ; , 19, 000 19, 000 20, 500 

_ Services performed by other agencies 54, 600 54, 600 54, 600 
PUPDIOS GT MINED. C5 oct nccdubbiwontadcpehassal 7,100 | 47, 100 46, 600 
OREN a a aa pe 10 000 10,000 | 10,000 
Refunds, awards, and indemnities_______- = 300 300 300 

Taxes and assessments : 2, 500 2, 500 2, 500 











Total appropriation or estimate_..........-..| 2,600,000 | 2,600,000 | 2,680,000 | -+80,000 | +80, 000 


_—— 





(GENERAL STATEMENT 


Mr. Gary. Mr. Parsons, do you have a general statement ? 

Mr. Parsons. Yes, I do have, Mr. Chairman. 

Mr. Gary. We will be glad to hear you at this time. 

Mr. Parsons. Thank you, sir. 

Mr. Chairman and members of the committee, I wish to discuss the 
estimate which has been presented to you for “Salaries and expenses, 
Office of the Secretary of the Treasury,” for the fiscal year 1956. This 
estimate is in the amount of $2,680,000. 

This appropriation provides funds for the operation of the imme 
diate Office of the Secretary, his staff assistants, the Office of the Gen- 
— Counsel, and the Office of Administrative Services. In addition, 

t provides funds for the operation of an employees’ health program 
in the District of Columbia, legal services for organizations in the 
Department which alo not have such facilities, the operation and main- 
tenance of the Main Treasury Building and Annex, and central ad 
ministrative services for the staff offices of the Secretary and 
departmental headquarters. 

The Secretary of the Treasury is responsible for the direction and 
administration of the Department’s many activities, and these wer 
increased during the current year with the addition of the responsi- 
bility for liquidating the assets of the Reconstruction Finance Corpr 
ration and certain lending functions under section 302 of the Defens 

-roduction Act of 1950 and section 409 of the Federal Civilian De 
fense Act of 1950. The other important responsibilities of the Secre 
tary include the formulation of tax and fiscal policies, the management 
of the public debt. the collection of revenue, printing of curre 
manufacture of coins, and the administration of the United Stat 
(Coast Guard, Secret Service, and Bureau of Narcotics. 

The estimate requested for the fiscal year 1956 exceeds the appr 
priation for the current year by $80,000. This increase is for t 
following: 

(1) Fifty thousand dollars is requested to provide funds to par 
salaries of an additional Assistant Secretary and the necessary 
assistants to service his office and that of the Under Secretary 
Monetary Affairs. Th e cost of the salary of the Under Secretary 
Monetary Affairs will be absorbed. 

The positions of Under Secretary for Monetary Affairs and of the 
additional Assistant Secretary were established under the provisi 
of Public Law 516, 83d Congress, to provide the Secretary with the 
additional assistance he needs to earry out his many responsibilities 
in the financial eld. The Under Secretary for Monetary A ffairs has 
heen assigned duties in connection with the debt management 
monetary policies ni the Assistant Secretary supervises the respon: 
sibilities assigned to the Secretary in connection with the 1 quidati 
of the Reconstruction Finance C orpor: ation, production and defense- 
lending activities, and the Federal Facilities C orporation, which ad- 
ministers the synthetic-rubber and tin programs. 

(2) Thirty thousand dollars of the increase requested is for the 
estimated cost of converting the custodial and crafts e mployees to pre- 
vailing wage rates, pursuant to the provisions of Public Law 763, 83d 
Congress. It 1s estimated that this conversion will be made on or be- 





‘July 1, 1955, after uniform plans are established to provide proper 
mites for crafts and custodial employees in the Treasury and in other 
voncies in Washington. The employees to be converted are engaged 

he operation and maintenance of the Main Treasury Building and 

x, and include: electricians, plumbers, painters, plasterers, me- 

‘tbinetmakers, carpenters, elevator operators, engineers, and 
s the ‘borers. The estimated cost is based on prevailing rates during the 
TISeS, urvent year. Any further increase in these rates during the fiscal 
This vear 1956 will affect the salaries of these employees, and every effort 

li be made to absorb any such additional costs. 

mime During the current and next fiscal years the office of the Secretary 
Gen- [i will absorb the cost of the within-grade salary advancements required 
ition, : law to be granted to its employees. In addition, it will absorb its 
oral 9 sare of the cost of the premiums to be paid for insurance ¢ overage for 
n the is employees. These additional costs in 1956 will be $28,500 and 
nain- ss.J00, respectively. 
ad- 


and ACTIVITIES OF SECRETARY S$ OFFICE 


. and : Office of the Secretary is divided into five activities, as follows ; 
were |. Executive direction: This activity consists of the Secretary's im- 


onsi- ediate office and includes the clerical and staff assistants of the fol- 


rpo- wing: Under Secretary, Under Secretary for Monetary Affairs, As- 
it Secretaries, Assistants to the Secretary, Fiscal Assistant Secre- 
\dministrative Assistant Sec ‘abe Personnel Security Officer, 
ector of Personnel, and Departmental Budget Officer. These offi 
issist the Secre ary in the administration and executive direction 
the Department, and also coordinate the many departinent wide pro- 


fe st 


which it undertakes in the management improvement, budge- 
, personnel, and security fields. 

he estimated requirements of this activity in the fiscal year 1956 
i the amount of 81,122,836 and will provide 163.6 average posi- 
is. This is an increase of 850,000 over the estimated require ments 
r the current year and includes a request for 7 additional positions. 
the additional positions are an Assistant Secretary, with a salary of 
“15,000, and staff and secretarial assistants for the Assistant Secretary 
ithe Under Secretary for Monetary Affairs. “As I indicated ear- 
er. the new Assistant Secretary and Under Secretary for Monetary 
\tfairs positions were established under the provisions of Public Law 
dd Congress. The salary of the Under Secretary for Monetary 
i's 1s $17,500, and every effort will be made to absorb this addi- 
nal cost by keeping vacant a position as Assistant to the Secre tary 
th conpensation at the rate of $10,800 and such other savings as may 

'emade by delaying the filling of vacancies. 
Administration and coordination of legal services: This activity 
iudes the functions of the General Counsel, his immediate staff as- 
‘stants, and the legal advisory statf. The General Counsel is the chief 
ww oflicer of the Department and is responsible for the administration 
( coordination of all legal services within the Treasury. This office 


r the ‘responsible also for handling all legislation of interest to the Treas- 
) pre- I'v, and it prepares departmental reports on such legislation. In ad- 
83d lion, it handles correspondence on legislative and legal matters. 


yr be- 
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The estimated requirements of this activity in the fiscal year 195¢ 
are $285,982 and will provide 43.8 average positions. This estimate is 
the same as the estimated requirements for the current year. 

3. General administrative services: Under the supervision of the Di. 
rector of Administrative Services, this activity furnishes various ad- 
ministrative services for the departmental headquarters and for cer. 
tain bureaus. These services include the coordination and manage. 
ment of the printing, property, records, and safety and fire prevention 
programs of the Department. It also provides central services, such 
as library, personnel, fiscal, telephone, telegraph, mail, secretarial fil- 
ing, duplicating, graphic, payrolls, messenger, and supplies. In addi- 
tion, this activity includes the survey staff which is responsible for the 
coordination of space occupancy matters for Treasury organizations 
in the United States. 

The estimated requirements of this activity in the fiscal year 1956 
are in the amount of $631,400, the same as the estimated requirements 
for the current year. Of this amount $495,500 will provide 109 aver. 
age positions, and the remainder, $135,900, will be used for the follow. 
ing operating expenses of the departmental headquarters and staff 
offices of the Secretary, travel, communications, printing, contractual 

services, supplies and materials, and equipment. 

4, Operation and maintenance of Treasury Buildings: This activity 
is responsible for the operation and maintenance of the Main Treasury 
Building and Annex. It also maintains the grounds and parking 
areas adjacent to these two buildings. 

During the past fiscal year an arrangement was made with the Gen- 
eral Services Administration for the cleaning and birdproofing of 
the Main Treasury Building. The Treasury’s share of this obliga- 
tion was met by deferring the purchase of materials, supplies, and 
equipment for all activities provided for the appropriation “Salaries 
and expenses, Office of the Secretary of the Treasury,” and the use 
of savings accumulated by the fore ed delay of filling vacancies in all 
the activities. The work is nearing completion and we are very proud 
of the improvement made in the appearance of the building. 

The estimated requirements of this activity in the fiscal year 1956 
are $585,182; this is $30,000 more than the estimated requirements for 
the current year. The requested represents the cost of converting the 
custodial and craft positions to wage board rates in accordance with 
the provisions of Public Law 763, ‘83d Congress. The estimate will 
provide 137.8 average positions, at a cost of $515,500, and $69,682 for 
the following misc ellaneous operating expenses: Rents and utility 
services; contractual services, such as repairs to machines; and sup- 
plies, materials, and equipment required for the upkeep of the 
re 

Emergency first-aid: This activity covers the operation of four 
health units which furnish emergency first-aid services to employees 
located in Washington, D. C. The Department enters into a contract 

each year with the Public Health Service for the operation this 
program. The amount requested for this program in 1956 is $54.60 
and is the same amount provided for the current year. It is estl- 

mated that this will provide emergency first-aid services for aprox- 
mately 7,500 employees at an average cost of $7.28 an employee, which 
is $3.72 less an employee than the maximum rate established by the 
Bureau of the Budget for such services. 
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MANAGEMENT IMPROVEMENT PROGRAM 


For the information of the commitee, I would like to report some of 
the savings and other improvements which were produced by the ~ 
partment’ S management improvement program during the past ye 
In addition to actual monetary savings, there have been Sennett i in 
less tangible areas such as (1) improv ed control resulting from better 
organizational alinements; (2) better supervision and increased em- 
ployee utilization through executive development and supervisory 
training programs; (3) simplification of work ere by the prepa- 

ration or revision of written operating procedures; (4) reduction in 
and prevention of lost-time accidents by constant activity in the safety 
program; (5) reduction in space requirements through continuous 
appraisal and records disposal and retention programs; (6) more 
realistic action and elimination of unnecessary and multiple review 
through proper delegations of authority and responsibility ; : and (7) 
improved services to the public through simplification of proc ions 
and reporting requirements. 

The Treasury management committee was reestablished in May of 
1954 for the purpose of furthering the Department’s efforts to im- 
prove its services and reduce operating costs. 'The committee is com- 
posed of the top administrative representative fron each bureau and 
it aids in the process of searching for better ways of conducting 
operations by suggesting ways to stimulate interest and participation 
in management improvement, by initiating and advising on plans to 
improve operations, and by serving as a forum for the exch: ange of 
information. 

Inasmuch as the Treasury conducts a decentralized management, 
improvement program, the major accomplishments will be reported 
to you by the representatives of the various bureaus. However, the 
following are examples of the types of improvements which were 
made and produced monetary savings: 

|. Simplification of customs procedures : Provisions of the Customs 
Simplification Act of 1953 made possible the institution of more 
elective and efficient procedures, such as, adoption of modern audit 
practices with respect to verification of liquidations of formal entries; 
arevised procedure for spotchecking of collectors’ money accounts by 
comptrollers, in lieu of the 100 percent audit; and, the elimination 
of the requirement for issuance of touring permits for automobiles 
owned by nonresidents being cleared at Canadian and Mexican border 
ports. The estimated annual savings from these actions are $390,000. 

Acquisition of wet currency paper direct from the paper mill: 
Wet currency paper is now received from the mill in a humidor 
package. This eliminated the entire wetting operation and hand 
count at the Bureau of Engraving and Printing, and reduced the 
cost of paper by eliminating the drying operation at the paper mill. 
The estimated annual savings are $359 ,000. 

. Discontinued sale of United States savings bonds at certain post 
offic es: The sale of United States savings bonds by post offices in locali- 
ties where other issuing facilities are available was discontinued. 
Provision has been made for sale of these bonds in such areas by 
commercial banks at no cost to the Government. The estimated sav- 
ings are $1,800,000. 
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t. Conversion from paper to card checks: This project, involving 
the combined efforts of the Bureau of the Budget, the General aa 
ing Office, and the Treasury Department, has been continued : 
extended to additional accounts. Check payment operations are more 


economical when card checks are used. The estimated annual savings 
are $112,000. 


INCENTIVE AWARDS PROGRAM 


There was more participation in the Treasury awards prograi 
during the fiscal year 1954 than for any year since fiscal year 1949 
There were 3.073 suggestions received, and 686 6 adopted which resulte: 
in the payment of cash awards amounting to $15,745. Estimate 

nual savings resulting from adopted suggestions totaled $266,00 
Salary increases for superior accomplishment were granted to 
employees. The Department also granted 9 individual and 7 grow 
efficiency awards to 45 employees amounting to $6,014 based upo: 
demonstrable annual savings of ap] roxinately $369,000. In addition. 
2 exceptional and 10 meritorious civilian service honor awards wet 


et 


rranted. It is contemplated that further progress will be hiad 


through the application of new regulations which have been issu 


pursuant to new incentive awards legislation enacted by Congress o 
September 1, 1954. 7 

Some of the outst: anding employee sugceestio ns were the followi: 

|. Elimination of special stamps: An Internal Revenue employ 
caved the Service $5.000 thicaeh: his suggestion which proposed 
elimination of special stock transfer stamps and the substitution 
ordinary documentary stamps already in use for other purpos 
The award was $150. 

2. Simplified method for handling bond 3: One of Public Debt’s 
ployees devised a simplified method of han dlin x certain bonds recei 
in the Department. The estimated savings are $6,000 for the 
year and the employee was eranted an award of $175 

3. New tool for Coast Guard boats: First-year savinos of 
$4,000 are expected to result from a Coast Guard employee's sug 
tion of a tool to be used instead of adjustable pliers in clamping 
to beams on 95-foot bo . He was granted an ward of $120 

3 Se hatiiian cldandi inn process: The suggestion of an Inter 
Revenue employee that a duplicating process be substituted for 
eystem of typing certain regulations will result in an estimated ant 
savings of $15,000, and the emplovee was oranted an award of & 

5. Brewery stamp count: Two Internal Revenue employees sa\ 
the Service $3,500 by proposing the elimination of a count of brewe! 
st umps, and they were granted an award of $110. 

Mr. Gary. Is that each ? 

Mr. Parsons. That is the total, s 

6. Cheaper method of printing liquor stal :: A Bureau of Ene 
Ing and Printing foreman is saving the Treas sur over $144,000 am 
ally through his suggestion on the offset meth of printing liqu 
stamps. The award granted was $765. 


EFFICIENCY AWARDS 


— examples of the efficiency awards are the following: 
Dual use of samples: A saleallatin under which sample bottles 
of ‘alcoholic beverages taken for the purpose of label approval 
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lso used for appraisement purposes is saving the Bureau of Customs 
over $20,000 a year. The new procedure, proposed by a Customs’ 
leputy collector, also speeds up the release of merc handise and results 
n substi antial savings to importers. The award granted was 8350. 
2. Development of mi achinery: A Public Debt employee developed 
cutting machine and a combination numbering and stapling machine 
rhic +h saved the Bureau $32,000. An award of $375 was granted. 

. Use of deteriorating bond paper, etc.: An employee in the Bureau 
of E ngraving and Printing received an award of $600 for savings 
realized in the conduct of his own operations. One of his contribu- 
tions Was suggesting the way of using distinctive bond paper which 

deteriorating. This suggestion alone saved $38,000 in the first 


As indicated, the foregoing are exam ples of the types ot suggestions 
management improvements which are producing savings. I will 
be glad to submit any additional information you may need regarding 
these programs and the results which are being obtained. I have 
ith me a copy of a booklet which the Department has promulgated 
itled “Machinery for Management Improve ment” and : au COPY of the 
ewly yp Bec ited departmental incentive awards instructions which | 
ill be glad to leave with you, if the committee would like to have 
them. 
| have those right here, Mr. Chairman. 
Mr. Gary. Off the record. 
Discussion off the record. ) 


FEDERAL FACILITIES CORPORATION 
Mr. (TARY. The Federal Facilities Corporation is liquidating t} 
ts of the RFC, is that correct ¢ ; 
Mr. Parsons. I do not believe it is quite that way. There are 
programs that Assistant Secretary Robbins supervises and he will 
ppear before your committee. Is that correct, Mr. Johnson? One 
of these programs is the liquidation of the RFC. Another one is the 
Ope ration and liquidation of the Federal Facilities Corporation and 
third is the program of the Defense Lending Division. Mr. 
bins will be here to discuss each one of those with you, Mr. 
pip 08 
.Gary. The Federal Facilities Corporation administers the svn 
‘rubber program and the tin program 4 
Mr. Parsons. That is correct. 
Mr. Gary. They were formerly under the RFC 
Mr. Parsons. That is correct. 
Mr. Gary. And the Congress has authorized the sale of the rubber 
plants, has it not ? 
‘Ir. Parsons. That is in process now. I believe that there is pro 
po acl leg islation before the ( Onvress how providing for that. 
r. Gary. And there isalsoa proposal to liquidate the tin program / 
Mr Parsons. Yes, lL understand that is correct. 
Mr. Gary. So, to tl iat extent, it is engaged in liquidating former 
ivities of the RF¢ 
Mr. Parsons. To that extent. yes, sir, those are former activities of 


le REC 





NEED FOR ASSISTANT SECRETARY FOR LENDING, CREDIT, AND BANKING 
PROGRAMS 


Mr. Gary. Considering the fact that you are liquidating these ac- 
tivities, what is the continuing necessity for the additional Assistant 
Secretary # 

Mr. Parsons. The basis for that is the Treasury’s responsibility and 
the Secretary’s responsibility in the Government’s lending, credit, and 
banking programs. In other words, we always have had, and appar- 
ently we will continue to have, the need throughout the Government 
programs for the provision of lending and credit facilities. The 
Treasury has an important role to play in these fields. It was the 
Secretary’s and Mr. Burgess’ feeling that there was a continuing need 
for people who specialized in these areas over and above anything 
we previously had. That is the long-run need for this particular posi- 
tion, and most immediately it would be utilized in the liquidating 
of the affairs of the RFC and related matters. In the longer run it 
will be necessary to work in relationship with other agencies of Gov- 
ernment which are engaged in credit and loan activities and bank 
supervisory activities of Government. 

Mr. Gary. Such as what? 

Mr. Parsons. Ultimately the responsibility will be in connection 
with programs in the Treasury, such as those of the Comptroller of 
the Currency, and in relationships with the Federal Reserve System, 
the Federal Deposit Insurance System, and that sort of activity. In 
other words, there is a big area of specialization here that we have 
not really handled adequately heretofore, Mr. Chairman. 

Mr. Gary. Do you have any activities in connection with the Small 
Business Administration ? 

Mr. Parsons. There is a continuing relationship, and there must 
be on their lending program. That would be the type of thing that 
this particular individual would have the responsibility to keep in 
close touch with, and particularly the program relating to the Small 
Business Administration. 


LOANS MADE BY GOVERNMENT AGENCIES 


Mr. Gary. I wonder if you could insert at this point in the record a 
statistical statement showing the Government lending activities for 
1946, 1952, 1955, and 1956. 

Mr. Parsons. Yes, sir, we will be glad to do that, Mr. Chairman. 

Mr. Gary. Showing the total amount involved. 

Mr. Parsons. The total by agency for each of these years, the Gov- 
ernment lending activities ? 

Mr. Gary. Yes, governmentwide. 

Mr. Parsons. Yes, surely; we can get that. 
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(The matter referred to is as follows :) 


Loans made by Government agencies 
(Figures represent gross amounts of lk. s made and have not been reduced by repayments of loans) 


{In millions} 


1955 (esti- | 1956 (esti- 


Agencies 1952! | mate) mate) 2 


Agriculture Department: 
Commodity Credit Corporation 3. __- ‘ 79. 6 $995. 0 | $3, 750.5 $2, 783. 8 
Disaster loans, etc., revolving fund_____- : one 32. 6 | 87.0 | 40. 6 
Farm Credit Administration: ‘ 
Agricultural marketing revolving fund - - . a é ae a 
Banks for cooperatives ; esidun | 375. 537.1 (5) (5) 
Emergency crop and feed loans 6_ : 
Federal Farm Mortgage Corporation -- ; 
Federal intermediate credit banks... ...-...--. 909. ; 2, 077. ¢ 3. 1, 966. 6 
Federal land banks’__- ae PP Tbana 

Farmers’ Home Administration ‘“ pain 159. 3 | 55. 148. 

Farm Security Administration ® 

Regional Agricultural Credit Corporat ion of Wash- 

ington, D.C. 

Rural Electrification Administration 

Defense ee 
Army. 

Navy. 

Export- -Import Bank of W ashington d 

Federal Deposit Insurance Corporation. _---.-.-- 

Federal Loan Agency: !° 
Reconstruction Finance Corporation: ! 

Lending program - 

Federal National Mortgage ‘Association 12__- 
Smaller War Plants Corporation (in liquida- | 
tion) - aiden 
The RFC Mortgage Comp: any. 

Federal Works Agency: 

Bureau of eeemeniier Facilities 
Public Works Administration 

Housing and Home Finance Agency: Office of Admin- 

istrator 

Interior Deps artment: 

Indian loans. - - 
Virgin Islands C orpor: ation ____- ; 

Mutual Security Agency (Foreign Ope rations Admin- 

istration) -__. Sumdincnwaalt 
National Housing Age ney (HHFA): 
Federal home-loan banks 
Federal Housing Administration ® 
Federal Public Housing Authority (Public Hous- 
ing Administration) :) | 
Subsistence homestead and Greenbelt towns 
program 
United States Housing Act progrs im 
Home Owners’ Loan Corporation. 
Small Business Administration ___- 
Treasury Department: 
Federal Civil Defense Act of 1950, sec. 409 
Loans to District of Columbia government- 
Veterans’ Administration: 
Direet loans_. 
Loan guaranty service °__ 11.1 (5) 








Source: Reports submitted to the U. S. Treasury by the Government agencies. 

Source: 1956 budget document. 

Includes cash outlay for loans. 

‘In accordance with Public Law 202, approved Aug. 6, 1953, this Administration was transferred from 
the Agriculture Department and designated as an independent agency, effective Dee. 4, 1953. 

No estimates reported in budget document. 

‘ Transferred to Farmers’ Home Administration, pursuant to Public Law 731, approved Aug. 14, 1946. 
'The proprietary interest of the United States in these banks ended in June 1947. 
‘Transferred to ‘‘ Disaster loans, ete., revolving fund,’’ pursuant to Public Law 38, approved Apr. 6, 1949. 

Represents loans acquired under guaranty or insurance programs. 

his agency was abolished by Public Law 132, approved June 30, 1947, and all its records and property 

ere transferred to the Reconstruction Finance Corporation. 

Pursuant to Public Law 163, approved July 30, 1953, the Secretary of the Treasury assumed, on July 1, 
\¥}4, the responsibility of completing the liquidation of the activities of this Corporation, except those trans- 
lerred to other agencies. 

_" Transferred to Housing and Home Finance Agency pursuant to Reorganization Plan No. 22, effective 
sept. 7, 1950. Represents purchase of insured or guaranteed mortgages. 

Less than $50,000. 

‘Public Law 152, approved June 30, 1949, abolished this agency. Activities were transferred to General 
Services Administration. Most of the activities of the Bureau of Community Facilities were transferred 
from General Services Administration to the Housing and Home Finance Agency, pursuant to Reorganiza- 
ion Plan No. 17, effective May 24, 1950. 


yr 
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Loans made by Government agencies—Continued 


I 4uctt cL ot : , 

rt-Import Bank of ishin 
reneral Services Administration 
Interior Department 
Reeonstruction Finance Corpcrat 
lreasury Department 


Total 


Represents advances to contractors. 


Source: Pre pared by the Bureau of Accounts, Division of Central Reports, Feb, 10, 1955. 
EMERGENCY FIRST-AID SERVICE 


Mr. Gary. You referred in your statement to an emergency first-aid 
service for employees. 

Mr. Parsons. Yes, sir. 

Mr. Gary. That relates only to the employees in the Treasury 
Department / 

Mr. Parsons. That is correct, sir. 


SAVINGS RESULTING FROM MANAGEMENT IMPROVEMENT PROGRAM 
Mr. Gary. Now, with respect to the management improvement pro 
gram, how long has that program been mm operation ¢ 

Mi. Parsons. We have had a management improvement progra 
in the Treasury Department as long as I have been in my curr 
position and in my previous position. That was beginning, I b 
lieve, in the fall of 1946, and we have carried it through consistently 
since that time. 

Mr. Gary. Can you give us some idea as to the total savings result 
ing from that program ¢ 

Mr. Parsons. They have been very substantial, sir. I do not 
lieve I could euess yust offhand what the total amount of savi 
involved is. It is many millions of dollars. I could prepare a sun 
Inary statement on that showing the results by year's, which might 
helpful for the record. 

Mr. Gary. Please do that and insert it at this point in the record. 

Mr. Parsons. I want to make it clear that the savings result! 
from this program are primarily the accomplishments of our Burea 
(Chiefs and their assistants in carrying forward their management 
improvement program. We try to give leadership and guidance to 
them, but the actual results must be attained at the operating level! 
I want to make it very clear that if there is any credit due here it 
due to our Bureau Chiefs who actually put it through. 

Mr. Gary. I understand that, but at the same time the resulting 
improvements and ideas have come out of the management improve 
nent program. 

Mr. Parsons. In large measure, yes, sir. 

Mr. Gary. I think that program has operated very successfull 
since its establishment. I personally have been very much pleased 
with its accomplishments, and I would like to have a statement ©! 
that put into the record so as to show, in a general way, what the 
accomplishments have been. 
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\lr. Parsons. Yes, sir. 
Iv. Gary. I take it that it would be difficult to awet the total sav ings, 
>a creat many of those savings are continuing throughout the 
and a statement showing the savings for each year, would not 
ww the full picture. 

Mr. Parsons. That is right. We will record the savings in the first 
ear, but it is pretty hard to project them on in through the years 
~ Mr. Gary. In many instances those savings continue on. 

Mr. Parsons. Yes, sir: they certainly do. 

Mr. Gary. But I think it would give us some very useful informa- 
tion to put a table in the record showing the estimated savings each 
ear since the beginning of the program. I would like to have the 
{merican people know that we really 9 practicing economy in some 
of the Government departments. In fact. I think in most of them we 
ire e pr acticing more economy than most coc realize. I would like to 

‘this information to the public. 

i have followed this program in the Treasury Department very 
ae ly and I think you have clone a great job. 
‘sur Mr. Parsons. Thank you, sir. 

(The statement referred to is as follows :) 


Estimated annual recurring savings from managemrnt improvements effected 
during fiscal years 1947 through 1954 

Estimated savings Estimated savings 

‘iscal year: (annual basis) Fiscal year—Continued (¢nnual basis) 
1947 . * ___. $5, 673, 100 1951 §, 319, 500 
1948 i 7. BOS, 100 1952 3. 725. 500 
1949 eg Sted, 7, S94, 600 1953 » 411, 000 
1950 ; . 5, 404, 200 1954 - 20), 625, 300 


Total (annual 
basis) 71, 411, 300 


NoTr.—The annual savings resulting from some of the improvements will fluctuate d 
equent years with the volume of work in the areas affected, 


Mr. Gary. Mr. Canfield. 

Mr. CanrreLtp. Mr. Parsons, who is the new Assistant Secretary in 
Treasury Department ? 

Mr. Parsons. Mr. Laurence Robbins. 

Mr. Canrietp. Mr. Laurence Robbins? 

Mr. Parsons. Yes. He was formerly head of the RFC. 

Mir. Canrretp. He has charge of RFC liquidation and is head of 

' Federal Facilities per ation ? 

Mv. Parsons. The Federal Facilities Corporation ; yes. 

Mr. Canrrenp. And he has charge of the Office of Defense Lending 

Mr. Parsons. Yes; the Defense Lending Division. 

Mr. Canrietp. Who is Under Secretary for Monetary Affairs of 
es reasury Department ? 

. Parsons. Mr. Randolph Burgess. 


LIQUIDATION OF RFC 


Mr, Canrrevp. Can you tell us today about, approximately, how 

iv the liquidation of the RFC has gone? 

ats Parsons. I would prefer, Mr. Canfield, if Mr. Robbins could 
go into that in complete detail with you. 
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I know, from general conversations, that it is progressing more 
rapidly than people dared hope that it could progress. 

As the Secretary told the committee yesterday, or I believe it was 
Mr. Folsom, the liquidation must proceed with due caution to protect 
the Government’s interest and that will mean, of course, that some of 
the outstanding loans will have to be liquidated over a long period of 
time, but there has been tremendous progress made. However, I am 
sure that Mr. Robbins can give you all of the details, even down to 
cases and problem cases that still remain on his desk. 


FUNCTIONS OF DEYENSE LENDING DIVISION 


Mr. CanrieLp. Generally speaking, what does the Defense Lending 
Division do? 

Mr. Parsons. The Defense Lending Division is provided to carry 
out the provisions of section 302 of the Defense Production Act of 
1950 and section 409 of the Federal Civilian Defense Act of 1950. As 
I understand it, the civil-defense legislation makes provisions for 
emergency loans for conditions resulting from enemy attack. Pro- 
vision is also made for production loans. 

To my knowledge it has not been utilized extensively up to this date, 
It is more of a precautionary program than an action program as yet. 
Again, Mr. Robbins can give you the details of the different activities 
that they have underway. Iam sure that so far they have been largely 
preparatory programs rather than action programs. 

Mr. Canrte.p. This office has made loans in connection with the 
civilian-defense program for hospitals? 

Mr. Parsons. That is my understanding; I am not sure of that. 


GENERAL COUNSEL 


Mr. Canriztp. Who, currently, is the General Counsel of the Treas- 
ury Department ? 

Mr. Parsons. Mr. David W. Kendall, of Jackson, Mich. 

Mr. CanrreLp. He succeeded Mr. Tuttle? 

Mr. Parsons. He succeeded Mr. Elbert Tuttle. He took office about 
a week ago. 

Mr. Canrtevp. He will appear before this committee? 

Mr. Parsons. He will at the committee’s pleasure. He was present 
yesterday and he is available on call at any time the committee wants 
him to appear. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. Parsons. I might comment that the funds for his particular 
operation are included in this estimate, but he asked me to tell the com- 
mittee that he was available at any time to come up and be at your 
service, 


NUMBER OF ATTORNEYS AND ECONOMISTS EMPLOYED IN THE TREASURY 


Mr. CanrreLp. Can you tell us, Mr. Parsons, how many attorneys 
are now employed by the Treasury Department ? 

Mr. Parsons. We currently have 24 attorneys in the Office of the 
General Counsel. In addition, each of our bureaus has a number of 
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attorneys, and the Internal Revenue Service has several hundred 
attorneys. 

I would like to prepare a table showing the total number at the 
present time in the entire Department. I do not have that figure with 
me NOW. 

Mr. CANFIELD. Will you be good enough to include in that the total 
number of economists you have / 

Mr. Parsons. Yes, sir, I shall be glad to, Mr. Canfield. 

(The matter referred to is as follows:) 


Attorneys and economists in the Treasury Department paid from appropriated 
funds as of Dec. 31, 1954 


Attorneys 
Economists 


LEND-LEASE TRANSACTIONS 


Mr. Canrretp. Who, Mr. Parsons, has charge of the lend-lease ac- 
count of the Treasury Department? 

Mr. Parsons. The actual lend-lease transactions are recorded in our 
Bureau of Accounts. Our role in that is one of account keeping 
primarily. In other words, if the State Department’s international 
negotiations result in a lend-lease settlement of some kind, our role 
primarily is one of bookkeeping as to the extent of any assets resulting 
from it. 

Mr. Canrtetp. I believe Mr. Maxwell will make a statement on that? 

Mr. Parsons. Yes, sir, that accounting is under his jurisdiction. 


DISCONTINUANCE OF SALE OF SAVINGS BONDS AT POST OFFICES 


Mr. Canrrecp. One of the savings indicated in your management- 
improvement program has to do with the discontinuance of the sale of 
United States savings bonds at certain post offices. The savings esti- 
mated are $1,800,000. Do you know anything about the figures on 
sales in the post offices, Mr. Parsons ¢ 

Mr. Parsons. I do not have those with me. Commissioner Kilby 
will have them. I might say that there was very little public dis- 
approval of this discontinuance. 

Mr. Canrrevp. I believe that is true. 

Mr. Parsons. We did have some difficulty in 1 or 2 places where local 
banking facilities were not. immediately available. In most instances 
we worked out the difficulty without trouble. It has been a real saving 
to the Government. 


INCENTIVE AWARDS PROGRAM 


Mr. Canrietp. Like our Chairman, Mr. Gary, I, too, want to com- 
mend you for the statement you have made on your incentive-awards 
program, the last year, apparently, being your very best year. What 
is the largest award the ‘Treasury Department is permitted to make 
in connection with this program ? 

Mr. Parsons. I believe that our limit has been, up until this time, 
4$1,000 award; is that right, Colonel 4 

Mr. Jonson. Yes. 


58681—55———4 
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Parsons. To date we have actually made one $1,000 award, 

Mr. Canrieip. You feel the program is stimulating and that it 
spurs the interest of Treasury workers all along the line and that 
you are vetting food results ¢ 

Mr. Parsons. I feel that it is a very important part of a balanced 
management program to get all 9: ank-and- hile employees to have 
feeling that they are a part of the program and to have an oppor. 
tunity to participate in it. 


BIRD PROOFING THE TREASURY BUILDING 


Mr. Canrretp. Mr. Parsons, some years ago a municipality in my 
area asked me if I could obtain anywhere from Federal sources worth- 
while information on b cg proofing. 

Mr. PARSONS. Yes, si 

en ‘ANFIELD. And note today that you tell us that you are doing 

al job in this respect on the main Treasury Building. Have you, 
a re an ance, connected with a solution of that pechiton? 

Mr. Parsons. Based upon our experience, Mr. Canfield, I can say 
that we have found an answer, and I would say also that it is oe solely 
a Treasury problem. As you may know, a good many of the buildings 
in the vicinity of the Treasury have also been bird proofed. The bird 
proofing of several of the banks across the street from us and of a 
oflice building right across from the Treasury Building proceeded 


our operation, and that, of course, made our job a lot more difficul 


because the birds coming to our building tended to increase in nun 
ber. Therefore, it became even more urgent for us to find a solutio 
of the problem. 

I believe you would have to appropriately call the system an elec 
tronic system of bird proofing. What it amounts to is wiring all areas 
of the building where birds are likely to roost and then the utilizatioy 
of an electric current which sets ~ an electrical field of not sufficient 
power to harm the birds. They merely approach the building and 
are repe ‘led and - not pere th the re. 

We have had it in effect now on the building for at least 3 or 
months and we stil no problem whatsoever any more. I would 
recommend that approach very highly for the solution of a ver) 
difficult problem. 

Mr. Canrrexp. I ~ glad to hear that. I remember in yesteryear 
you tried balloons and all sorts of apparatus. 

Mr. Parsons. 5 verything has been tried in Treasury and this seems 
to be the one, so far, fool ‘oof system. It is being used in a number 
of com rere ial buildings in this and other cities. 

Mr. Canrrevp. Is it a costly apparatus ? 

Mr. Parsons. No. The total cost of the entire project, the cleani 
of the building and the bird-proofing was well within $60,000, I . 
lieve, and considering the nature of our building, its ornamental 
features, we feel it was a reasonable cost. Of course the General 
Services Administration secured bids. 

Mr. Gary. Off the record. 

(Diseussion off the record. ) 
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ABSORBING COSTS OF FRINGE BENEFITS BILL 


Mr. Canrietp. Another question, Mr. Parsons, and then I shall be 

through. What amount of funds are you absorbing that have been 

juired as a result of congressional legislation having to do with 
ce benefits and so forth ? 

Mr. Parsons. The two items I mentioned in my opening statement, 

t is, Within-grade salary advancements and the insurance coverage 


F : bay igs totaled $36,500. 
. Gary. Mr. Sieminski. 


CONSOLIDATION OF LEGAL SERVICES 


Mr. Steminskt. I read your statement, Mr, Parsons, and I think it 
Ss ve ry good. 
\s to the coordination of legal services, Mr. Parsons, are you famil- 
with the two propositions now under consideration to absorb the 
gal activities of the various departments under the Department of 
Justice? One is being studied by a Hoover Commission and the other 
. group headed by President Dodds of Princeton. Are you familiar 
ith those ? 
Mr. Parsons. I read a few days ago that such a proposal was forth- 
coming. 
r. SteMINSKI. One of the presumptions is that it will unify our 
| interpretations and make us more efficient. I suppose you will 
‘an answer to that when it comes around ¢ 
Parsons. We no doubt will have a serious problem in that 
That is a matter Mr. Kendall will be better qualified to 


to, 

Sieminskt. In local politics the prosecuting attorney more er 
controls the county. If the Department of Justice absorbs the 
activities of all the various departments, it would seem to m 

at overnight the trend would be. “Do not make a decision: we w i 


ike it for vou.” That fre nd would seem to make us more and mo 
ike children and less like men. I would like to see a greater return 
turity and self-reliance, two ingredients almost extinguished in 
Nation in the spring of 1953 and 1954 when the House was ripped 
vy bullets and thought control ran rampant. 
Mir. Parsons. If the Internal Revenue Service has no supervisory 
ionship to its attorneys, it would make a lot of problems. 


SERVICES OF ELBERT P,. TUTTLE 


Mr. Steminsxrt. Coming back to Mr. Tuttle, when did he leave the 
Treasury De ‘partment ¢ 

Mr. Parsons. Mr. Tuttle, I believe, resigned as of the 1st of Sep- 
tember and was sworn in almost immediately thereafter as a Fifth 
Circuit judge in Atlanta. 

Mr. Steminskr. 1 would like to state for the record that I hope 
is departure was in no way caused or influenced by my discussion 
with Mr. Tuttle a year ago on the security program. 

Mir. Parsons. Not tomy knowledge, sir. 

Mr. Steminski. As I said in the hearings, it was not Mr. Tuttl 
hany way that was involved. Rather did I think that it was the 
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ugly mood of the time that made us both v ictims of a 1953 free-whe+| 
ing security holocaust. I again profoundly hope that nothing that 
happened in the committee a year ago in any way influenced Mr. 
Tuttle’s departure. As a general, which I understand he was in the 
Army or the Air Force, and as legal counsel, he was trying to do his 
duty; I salute him. I do not believe any other man could have s 
gallantly, with such cool and calm courtesy, withstood the crossfire 
of emotions that shattered the otherwise cathedral-like quiet of our 
committeeroom. 

Mr. CanFievp. Off the record. 

(Discussion off the record.) 

Mr. Sremrinskt. I want all concerned to know that I honor Mr. 
Tuttle as an outstanding American who handled an explosive situa- 
tion with exemplary valor. I only hope that I can be as fair as ie 
was, under the conditions he faced, in the balance of my career, what- 
ever and wherever it is. I wish him well in his new assignment, and 
hope we meet again. I would like to shake his hand. 


FORMULA TO MEASURE BALANCE IN THE ECONOMY 


One last observation, Mr. Parsons. I am thinking out loud. You 
are a highly skilled Federal administrator, and in my opinion, this 
is a fine report that you have submitted. I wonder if from your 
Department, the American people could not be shown a formula that 
would indicate the status of health of the economy of the country; 
something that they could read like the temperature. Is it balanced! 
Is it off normal? Yesterday, I asked the Secretary of the Treasury 
if we could not discuss a balanced ec onomy in the land as well asa 
balanced budget. It would serve to indicate how much of the hue 
and cry of alienisms eating away at our way of life is substantial and 
how much of it is scandalous. 

Going over the books with my wife, I might well show a balanced 
family budget for the days ahead. But if my daughter gets violently 
sick at 2 o’clock in the morning, and if I should not have the money 
in the budget at the moment to pay the doctor, surely that is not 
going to stop me from calling the doctor to cure or save her life. The 
same thing applies to the country. 

In this formula of yours, could we discuss employment, the per- 
centage of our efficiency in our use of the land; the degree of electric 
power needed to keep stepping up the people’s level of livi ing; what 
we have and do not st that we could have, and so forth. Maybe that 
«ll comes under the Economic Report submitted to the President, I do 
not know, but I am looking for something that will allow the people to 
say, “The Federal debt—or investment—is a manageable thing and we 
should not be too concerned with it so long as we have a balanced 
economy.” There should be some simple for mula that the people could 
have to guide them in judging the state of our economy without having 
to become mindful that they must be experts in the field. 

As I said, I am thinking out loud. If the people know that our 
economy is sound, that its temperature is normal, these cries of 
“security risk,” “communism,” “overthrow of the Government,” will 
fade in proportion to their merit. 

If I may, I will revise this statement. 
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To sum up, do you think, as an administrator, having prepared the 
report you have submitted here, it would be within the limits of your 
jurisdiction to say something about a balanced economy, or does that 
come outside of your Department ? 

Mr. Parsons. As a citizen I think we all would have to agree that 
what you are looking for is something we all would like to see. Of 
course, as you know, it is a ver y complex economy we have. I am sure 
in the order of things the thoughts of the Congress in the establish- 
ment of the Joint Committee on the Economic “Report were perhaps 
the beginning of an attempt to get to the thing you want. At the 
moment I w ould say our economy is so complex ‘that even that ap- 
proach has not produced what the public is looking for. 

Mr. Steminskr. Thank you. If our economy is ‘solid, as the Secre- 
tary pointed out yesterday, why has not someone in the land in the last 
few years come up and said, “If over 100 million people in this land 
and over 50 million voters are satisfied with the way the economy is 
running, and has run, we are in solid shape.” To hold otherwise is 
to belie faith in the consent of the governed and their free ballot. 
Was there anything dealing with the economy of the Nation that was 
seriously threatened by a Communist approach? Did Communist 
thinking and action get to such a point that it wiped out private profits 
or the actual existence of a single American institution? Some of the 
things the so-called World War IT subversives promoted, let’s face 
it, such as the United Nations, the World Bank, the International 
Monetary Fund, the Export- oe Bank—so-called Reds were in 
the Government when it was cr and other things these so- 
called misguided idealists wanted, are still with us. Many of the so- 
called dupes of the Reds have been discredited, but the things most of 
them stood for or wanted in the pain and anguish of war and death, 
before Stalin threw the switch against the Allies when the war ended, 
are still in existence. 

To cite a parallel on your economic formula: If we go in for the 
ae of people and their sensibilities, that is one thing. That 
snot the Christian way or the American way as I grew up to under- 
tend it. 

In religion, is anyone here with or without a faith in God now 
threatened, whether it be Roman Catholic, Protestant, Moslem, Jew, 
or nonbeliever? What is the temperature reading in religion on the 
Communist threat in the United States today? We have seen some 
nasty and regrettable references in the Congressional Record on the 
indictment of Protestant clergymen. Institutionalwise, what is the 
reading on the American way of life, economically, politically, mili- 
tarily, socially, et cetera ? 

I had to get that off my mind, Mr. Parsons. You have answered 
menicely. I donot like to make speeches, but if you have any thoughts 
on the for wi a, I should like your permission to include them in the 
record. 

Thank you. 

Mr. Gary. Mr. James. 


MANAGEMENT IMPROVEMENT PROGRAM 


Mr. James. Mr. Parsons, under the caption “Management improve- 
ment program,” you have quite an impressive list “of savings that 





have been made through employee suggestions. There are some, | 
suppose, that have been made that you have not listed. 

Mr. Parsons. This is just a highlight statement. Each bureay 
chief will have a number of other illustrations to give you. 


ACQUISITION OF WET CURRENCY PAPER 


Mr. James. I am interested in one you thought important enoug! 

list, the acquisition of wet currency paper direct from the pape: 
mill, resulting in an estimated annual saving of $359,000. Was tha 
brought about by the suggestion of someone in the plant, or did th: 
suggestion come from outside tec ‘hnicians / 

Mr. PARSONS. This particular operation came as a part of t] 
normal research and development program of the Bureau of Engray 
ing and Printing. Under the direction of Mr. Holt zclaw, there 
continuous research going on as to better w ays of carrying out 
operation. One of the technicians in the plant, ya with Mr. Holt 
claw, came up with this idea, which was tried, and it came out vei 
successfully. This came from no single individual. 

[r. James. It was a departmental! organized research program? 

Mr. Parsons. That is right. 


INCREASED UNITS CURRENCY SILEETS 


James. Yesterday,:in the Secretary of the Treasury’s state 
it, he referred to the fact that they are now prepared to print cur- 
ency sheets carrying 32 units. 

Mr. Parsons. Thirty-two units; yes, sir. 

Mr. James. Instead of the 12, I believe, of some vears ago. 

Mr. Parsows. It is running 18 now. 

Mr. James. | am very happy to tind that a statement I made 
far back in eriticism of their horse-and-! ugey way of printing 
rency over there has : ist Deen recoon Ze et ritie) 

t he yare now doing Vili y \ sablahercdl hediaaiote iN hat held of 
printing has been doing for vears. The saving sis should be 
enormous. 

Mr. PARSONS. Yes Mr. Holt ZCLAV will he prepared to present that 
program in detail when he ae b fore you. He will have a num 
ber of things of that type to re ; iew with you. 

Mr. James. I cannot ~ a feeling a little pride in the fact — some- 
thing I had said could be done aden n there, and at that time it was said 
could not be done. now has been found possible. 

Mr. Parsons. Yes. We are very pleased, too, 

Mr. Gary. Off the record. 

(Diseussion off the record.) 


OFFS 


Mr. James. I have another question on mv mind. Your Depart- 
ment, of course, Was directly inter ested in the proposal that a lot of 
those lower priced saving: aaa or any type of bond for that matter. 
might be printed by offset rather than steel-plate engraving. Has 
anything been developed along that line ¢ 
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me, | Mr. Parsons. I believe about a year ago we went to the offset print 
« of $25 bonds. This past month we have started printing the $50 
ureay 4d $100 bonds by ofiset. 


Mr. James. That should amount to a great saving. 

Mr. Parsons. The saving will total approximately $600,000 on an 
ual basis. 

Mr. James. I should think so. That is fine. 


ou) 
ape CHEAPER METHOD OF PRINTING LIQUOR STAMPS 


[ see an award was granted to a Bureau of Engraving and Printin 
reman for his suggestion on the offset method of printing liquor 
tamps, Which is saving the Treasury over $144,000 annually. Do you 
now whether that was a development within the offset process or 
whi rg 1 these stumps are being printed for the first time by offset ? 
Parsons. This is a case where the printing of these stamps was 
ee the first time by offset as a result of the suggestion of this 


The suggestion was made by the foreman and he was given 
ie award. 
Mr. James. There is room for a lot of congratulations. I am very 
happy to see these improvements being made. 
Mi. Parsons. Thank you. 
Mr. Gary. Mr. Murray. 


PROPER DELEGATIONS OF AUTHORITY 


Murray. I am happy to see this management improvement 
gram being carried on under your direction, and I was wonderin; 
ther your statement on that program will be amplified by othe: 
esses. The improvements I was particularly interested in ar 
‘ene (7). Improvement (6) is “more realistic action and elimin: 
| of unnecessary and multiple review through proper delegatio 
authority and responsibility” ; and (7) is ° ‘improved services 

the public through simplification of procedures and reporting requil 
ments. 

Will other witnesses testify as to what advancements have bee 

le in this past year or past 2 years with respect to — 2 itenis 

Mr. Parsons. I am sure that the various bureau heads, when they 
ppear before you, can give numerous illustrations of fosans: parti¢ 

Commissioner Andrews. There are numerous Instances, particu 

Vv of (6) and (7) but also of the others, that the Internal Revenu 

rvice has carried out. You do not get the measure of the value in 
dollars and cents because the measure of value is in the increased ser 

e, but I am sure they will be able to give you numerous illustrations 

Mvcrray. For example, the Otlice of the General Counsel 

elieve that is in your office? 

Mr. Parsons. The Office of the General Counsel in the Treasury 

artment is included in this estimate. 

‘ir. Murray. Do you know what measures he has taken that have 

ilted in more realistic action and elimination of unnecessary and 
tiple review through proper delegations of authority and respon- 
sibility ? 

Mr. Parsons. I can tell you generally his role in that. Reorganiza- 
tion Plan 26, which applied to the Treasury Department and was ap- 
proved some years ago, placed i in the Secret: uy of the Treasury all 
wuthority for the administration of the affairs of the —. nt. If 
a bureau chief finds that authority placed in him should in turn be 
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delegated to a field official, say, a director of internal revenue, refer- 

ring to the Internal Revenue Service, and feels it would be more ef. 
fectively performed in the field rather than in Washington, he would 
propose to the Secretary, normally through the General Counsel, that 
such authority be delegated. The General Counsel would look into 
the matter, advise on its legal implications, and then the order would 
be prepared and approved by the Secretary assuming all are agreed, 
The General Counsel would look at it to see if it is legally sound. 

Mr. Murray. I understand that, and what I would like are some 
examples where there has been a delegation of authority into the field, 
because one of the complaints that I often hear among members of 
various professions that have dealings with various agencies is the 
length of time and the multiplicity of reviews they have to go through 
before they get a decision. I would like to find out what you have 
done in the last period along those lines, and I was wondering if you 
might amplify, at least my knowledge, with respect to what the Gen- 
eral Counsel has done along the line of more realistic action and elimi- 
nation of unnecessary and “multiple reviews, because that is rather an 
elusive term, anyhow, and I have often heard complaints of lack of 
realistic action. I would like examples of just what measures your 
Department is taking to improve that situation, if it needed improve- 
ment. Examples of improved services to the public through simplif- 
cation of procedures and reporting requirements, I take it, will come 
from the other bureaus? 

Mr. Parsons. Yes. Each bureau can give you a number of illustra- 
tions. I shall be happy, under (6), to pull out a few of the highlight 
examples showing the delegation of authority in the last year 

Mr. Murray. And more realistic action. 


Mr. Parsons. Yes. I will insert those examples at this point. 
Mr. Morray. I will appreciate it. 
(The following information was supplied :) 


ORDERS DELEGATING AUTHORITIES OF THE SECRETARY OF THE 
TREASURY AND AUTHORIZING REDELEGATION OF SUCH AUTHOR- 
ITIES 

THE SECRETARY OF THE TREASURY, 
Washington, November 13, 1953. 


TREASURY DEPARTMENT ORDER No. 150-31 


DISTRIBUTION OF INTERNAL REVENUE STAMPS BY DIRECTOR, BUREAU OF ENGRAVING 
AND PRINTING, AND RETURN OF SUCH STAMPS UNCANCELED 


Pursuant to the authority vested in me as Secretary of the Treasury, it is 
hereby ordered : 

1. The Director of the Bureau of Engraving and Printing shall distribute to 
the district directors of internal revenue all stamps pertaining to internal rev- 
enue taxes, and to the Postmaster General documentary stamps pertaining to 
internal revenue taxes, printed by or under the supervision of the Bureau of 
Engraving and Printing, upon requisition by such district directors and the 
Postmaster General, in accordance with sections 3901 (a) (2) and 1817 (a) of 
the Internal Revenue Code. 

2. Orders for stamps heretofore made upon the Director of the Bureau of 
Engraving and Printing on behalf of the Commissioner of Internal Revenue shall 
be made upon the Director of the Bureau of Engraving and Printing by the 
district directors of internal revenue and by the Postmaster General, under 
rules prescribed by the Commissioner of Internal Revenue. 

3. The function heretofore exercised by the Destruction Committee of the 
Treasury Department, respecting the destruction of internal revenue stamps 
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returned uncanceled to the Commissioner of Internal Revenue, by district direc- 
tors of internal revenue, pursuant to section 3950 (b) (2) of the Internal Rev- 
enue Code, shall be performed by such officers or employees of the Internal 
Revenue Service as may be designated by the Commissioner of Internal Revenue, 
under rules prescribed by him. 
M. B. Fotsom, 
Acting Secretary of the Treasury. 


DEPARTMENT OF THE TREASURY 
TREASURY DEPARTMENT ORDER No. 150-32 


DELEGATION TO COMMISSIONER OF INTERNAL REVENUE OF FINAL APPROVAL OF 
CLOSING AGREEMENTS 


By virtue of the authority vested in me by Reorganization Plan No. 26 of 
1950, there are hereby transferred to the Commissioner of Internal Revenue 
all the functions of the Secretary of the Treasury, the Under Secretary of the 
Treasury, or any Assistant Secretary of the Treasury with respect to closing 
agreements under section 3760 of the Internal Revenue Code. 

This order continues the delegation made by Treasury Department Order 
No. 146, dated December 20, 1951, which is hereby superseded. 

The functions herein transferred may be delegated by the Commissioner to 
subordinates in the Internal Revenue Service in such manner as he shall from 
time to time direct. 

G. M. HUMPHREY, 
Secretary of the Treasury. 
Date: November 18, 1953. 


(te 
DEPARTMENT OF THE TREASURY 
TREASURY DEPARTMENT ORDER No. 150-33 


DELEGATION TO COMMISSIONER OF INTERNAL REVENUE OF AUTHORITY TO ABATE JEOP- 
ARDY ASSESSMENTS WHEN JEOPARDY DOES NOT EXIST 


By virtue of the authority vested in me as Secretary of the Treasury, it is 
hereby ordered : 

1. The Commissioner of Internal Revenue is authorized to perform the func- 
tions vested in the Secretary of the Treasury by Public Law 274 (838d Cong.), 
approved August 14, 1953, to abate jeopardy assessments if he finds that jeop- 
ardy does not exist. 

2. The functions herein transferred may be delegated by the Commissioner 
to such officers or employees in the Internal Revenue Service in such manner as 
he shall from time to time direct. 

M. B. Foisom, 
Acting Secretary of the Treasury. 
Dated: November 27 1953. 


TREASURY DEPARTMENT, 
Washington, October 29, 1954. 
TREASURY DEPARTMENT ORDER No. 156-1 


sy virtue of the authority vested in me by Reorganization Plan No. 26 of 
1950, there is hereby delegated to the Commissioner of Accounts authority to 
approve schedules for withdrawals from such deposit accounts of the Secretary 
of the Treasury as may be designated by the Fiscal Assistant Secretary. 

The authority delegated above may be redelegated by the Commissioner, with 
approval of the Fiscal Assistant Secretary, to responsible officials of the Bureau 
of Accounts in such manner as he shall from time to time direct. 

M. B. Foisom, 
Acting Secretary of the Treasury. 





TREASURY DEPARTMENT ORDER No. 165-1 


DELEGATION 1 IKE COMMISSIONER OF CUSTOMS OF AUTHORITY VESTED IN THE SEc- 
RETARY OF TILE TREASURY BY CERTAIN STATUTES 


TREASURY DEPARTMENT, 
Washington, D.C., August 138, 1953. 
By virtue of the authority vested in me by section 3 of the act of March 3. 
27 (5 U.S. C. 281b), and Reorgunization Plan No. 26 of 1950 (15 F. R. 4935: 
3 CFR, 1950 Supp., p. 178), it is hereby ordered : 

1. There are hereby transferred to the Commissioner of Customs all the fune- 
tions, rights, privileges, powers, and duties vested in the Secretary of the Treas- 
ury by (@) the Customs Simplification Act of 19538 (67 Stat. 507-521) and (5) 
the act of Angust 13, 1953 (67 Stat. S577). amending section 1 of title VI of 
the act of June 15, 1917, 40 Stat. 223, as amended (22 U.S. C. 401). 

2. All functions, rights, privileges, powers, and duties transferred by this 
order may be delegated by the Commissioner of Customs to subordinates in the 
Bureau of Customs in such manner as he shal! from time to time direct. 

H. Ci APMAN Rosk, 
icting Secretary of the Treasury 


rt 


THE SECRETARY OF THE TREASURY, 
Washington, October 29, 1953. 


TREASURY DEPARTMENT ORDER No. 165-2 
hy virtue of the authority vested in me by Reorganization Plan No. 26 0 
1950 (8 CER, 1950 Supp. ch. TIT), it is hereby ordered that effective January 1, 

4, there shall be transferred from the Commissioner of Internal Revenue to 
the Commissioner of Customs the function of refunding excess deposits of in 
hal-revenue tax, previously collected by collectors of customs, which are found 
by collectors of customs upon liquidations or reliquidations made on or after 
January 1, 1954, to be due and the functions prescribed by 26 U.S. C. 3771 (a), 
(b) (2) (58 Stat. 465) of determining, allowing, and paying interest in conne: 
tion with such refunds. 

The functions herein transferred may be delegated by the Commissioner of 
Customs to other officers or employees of the Customs Service in such manner 
as the Commissioner shall direct, 

H. CHAPMAN Roskr, 
Acting Secretary of the Treasury. 


DEPARTMENT OF THE TREASURY, 
Washington, D.C. 
TREASURY DEPARTMENT ORDER No. 167-11 


GUARD, DELEGATION OF AUTHORITY TO 


COMMANDANT 


By virtue of the authority vested in me as Secretary of the Treasury by 
Reorganization Plan No. 26 of 1950 and by 14 U. S. C. 681, there is hereby dele- 
cated to the Commandant, United States Coast Guard, the authority vested in 
me by section 222 (a) of the National Housing Act (42 Stat. 1246), as enacted 
by Publie Law 560 (88d Cong., 2d sess.), approved August 2, 1954, to prescribe 
rules and regulations governing the issuance of certificates of eligibility and 
termination of eligibility with respect to personnel of the Coast Guard. 

There is hereby further delegated to the Commandant, United States Coast 
Guard, with authority to redelegate, the authority vested in me to issue certifi- 
cates of eligibility and termination of eligibility to personnel of the Coast Guard 

The policies and procedures prescribed by the Commandant to make available 
to members of the Coast Guard the servicemen’s loan provisions of the National 
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Housing Act, as amended, shall be uniform with those of the other Armed Forces 
ty the extent practicable. 
H. CHAPMAN Rosse, 
Acting Secretary of the Treasury. 
Dated September 9, 1954. 


DEPARTMENT OF THE TREASURY, OFFICE OF THE SECRETARY 
WASHINGTON 
(Treasury Department Order 167-14) 
(CGER 54-45) 
COMMANDANT, UNITED STATES COAST GUARD 
DELEGATION OF AUTHORITY TO INSPECT FOREIGN MERCHANT VESSELS 


By virtue of the authority vested in me as Secretary of the Treasury by Re- 
nization Plan No. 26 of 1950 (15 F. R. 4935), there are hereby delegated to 
Commandant, United States Coast Guard, with authority to redelegate, the 

wtions vested in the Secretary of the Treasury by section 8 (c) of Public 

469, S38d Congress, approved August 9, 1954, with respect to the inspection 
foreign merchant vessels acquired and operated under this act and the making 
eterminations to what extent the laws covering the inspection of um) 
shall apply to such vessels. 


H. CHAPMAN ROsrE, 
icting Necre tary of the Tre asury. 


BER 26, 1954. 


DIV aw 


DEPARTMENT OF THE TREASURY 


TREASURY DEPARTMENT ORDER NO. 167-15 


ION TO COMMANDANT OF FUNCTIONS PERTAINING TO LIGHTS AND SAFETY 
EQUIPMENT ON OUTER CONTINENTAL SHELI 


virtue of the authority vested in me by Reorganization Plan No. 26 of 
“and by 14 U. S. C. 631, there are transferred to the Commandant, United 
es Coast Guard, the functions of the Secretary of the Treasury under sec- 

{ (e) of the Outer Continental Shelf Lands Act (Public Law 212, 83d 


Commandant may make provision for the performance by subordinates 
e Coast Guard of any of these functions. 


H. CHAPMAN Rose, 
ieting Scere tary of the Treasu 
ed: JANUARY 38, 1955. 


THE SECRETARY OF THE TREASURY, 


Washington, Vareh 19, 19 y 
TREASURY DEPARTMENT ORDER No. 173 
(Revision No. 1) 


By virtue of the authority vested in me by Reorganization Plan No. 26 of 
i, there is hereby delegated to the Chief, United States Secret Service, 

thority to perform any function of the Secretary of the Treasury under title 

U.S. C., sections 474, 476, 477, 481, 486, 487, 488, 489, 491 (a), or 492 relating 

offenses with respect to coins, obligations, and securities of the United States 
and foreign governments, and the remission or mitigation of forfeiture of count- 
erfeiting paraphernalia. 

H. CHAPMAN Rose, 
Acting Secretary of the Treasury. 
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DEPARTMENT OF THE TREASURY 
TREASURY DEPARTMENT ORDER NO. 175 
AUTHORITY OF GENERAL COUNSEL TO REDELEGATE 


By virtue of the authority vested in me by Reorganization Plan No. 26 of 1950, 
the General Counsel is authorized to delegate to any officer or employee of the 
Treasury Department, with authority to redelegate, any of the functions he js 
authorized to perform by Treasury Department Order No. 120 or any other 
authority. 

G. M. HUMPHREY, 
Secretary of the Treasury. 
Dated: June 11, 1953. 


TREASURY DEPARTMENT, 
Washington, January 18, 1955, 


TREASURY DEPARTMENT ORDER No. 177-4 


By virtue of authority vested in me by Reorganization Plan No. 26 of 1950, 
there are hereby delegated to the fiscal Assistant Secretary all functions of the 
Secretary of the Treasury under Public Law 537, 838d Congress, 2d session, 
approved July 27, 1954, relating to the acceptance of gifts to further the defense 
effort. 

W. RANDOLPH BURGESS, 
Acting Secretary of the Treasury. 


DEPARTMENT OF THE TREASURY 
TREASURY DEPARTMENT ORDER No. 180-1 


DELEGATION TO THE COM MISSIONER OF NARCOTICS OF AUTHORITY TO REMIT OR MITIGATE 
FORFEITURES 


By virtue of the authority vested in me by Reorganization Plan No. 26 of 1950, 
there is hereby delegated to the Commissioner of Narcotics authority to perform 
any function of the Secretary of the Treasury under the act of August 9, 1939 
(53 Stat. 1291, 49 U. S. C. 781 et seq.), and under part 153 of title 26 of the 
Code of Federal Regulations, relating to the remission or mitigation of for- 
feitures incurred in connection with those contraband articles that are classified 
by the act under the term “narcotic drug.” 

H. CHAPMAN ROSE, 
Acting Secretary of the Treasury. 
Date: December 9, 1953. 


DEPARTMENT OF THE TREASURY 
TREASURY DEPARTMENT ORDER No. 180 


DELEGATION TO COMMISSIONER OF NARCOTICS 
OF FINAL APPROVAL OF COMPROMISES 


By virute of the authority vested in me by Reorganization Plan No. 26 of 
1950, it is ordered as follows: 

1. There are transferred to the Commissioner of Narcotics all the functions 
of the Secretary of the Treasury, the Under Secretary of the Treasury, or any 
Assistant Secretary of the Treasury under section 3761 (a) of the Internal 
Revenue Code with respect to the compromise of any criminal case arising under 
chapter 23 or part V or VI of subchapter A of chapter 27 of the Internal Revenue 
Code, except where the criminal liability relates only to delinquency in registra- 
tion or delinquency in payment of tax. 

2. In any case in which a general offer is made in compromise of civil or 
criminal liability compromisable by the Commissioner of Internal Revenue 
and of criminal liability compromisable by the Commissioner of Narcotics, they 
may jointly exercise the authority of the Secretary, the Under Secretary, or any 
Assistant Secretary under section 3761 (a) of the Internal Revenue Code. 
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9 Treasury Department Order No. 150-25, dated June 1, 1953, is modified 


cordingly. 
accordingly H. CHAPMAN RosE, 


Acting Secretary of the Treasury. 
Dated: November 17, 1953. 


IMPROVED SERVICES TO THE PUBLIC 


Mr. Murray. On improved services to the public through simplifi- 
cation of procedures and reporting requirements, that would come 
under the Bureau of Internal Revenue ? 

Mr. Parsons. Yes, Internal Revenue and the Bureau of Customs. 

Mr. Murray. I have had a lot of inquiries from attorneys in the 
District about what the Government is doing about simplification of 
procedures and reporting requirements. They claim the requirements 
have become more complicated instead of less complicated. I would 
like to have some information along that line. 

Mr. Parsons. I am sure Commissioner Andrews can go into that 
with you thoroughly. Every time a revision of the tax laws is passed 
the complications are increased. 

Mr. Murray. I understand improvements have been made in the 
services to the public, also. 

Mr. Parsons. Yes. 

Mr. Murray. I would like examples of that. 

Mr. Parsons. We will alert the Internal Revenue Service to be pre- 
pared to give you examples of those. 

Mr. Murray. Thank you. 

Mr. Gary. Did not the President say when he signed the revised tax 
law last year that it would give the lawyers work for 20 years? 

Mr. Murray. Off the record. 

(Discussion off the record.) 


BIOGRAPHICAL SKETCH OF DAVID W. KENDALL 


Mr. Gary. Mr. Parsons, I wonder if you would insert in the record 
a biography of Mr. Kendall, the new General Counsel ? 

Mr. Parsons. Yes, sir, I shall be very glad to. 

Mr. Gary. Since he has just come with the Department, I believe 
the committee would like to have this biographical information in the 
record for the benefit of the Members of the Congress. 

Mr. Parsons. Yes, sir. 

(The information requested is as follows:) 


Davip W. KENDALL, GENERAL COUNSEL, TREASURY DEPARTMENT 


Mr. Kendall was born in Indianapolis, Ind., on February 11, 1903, the son 
of Calvin N. Kendall and Alla Perkins Field Kendall. He received his early 
education in the primary schools at Princeton, N. J., and Phillips Academy at 
Andover, Mass. He received his A. B. degree from Princeton University in 1924, 
and his LL. B. from the University of Michigan Law School in 1931. 

From 1925 to 1928 Mr. Kendall was a reporter and editorial writer for the 
Jackson (Mich.) Citizen Patriot and Detroit News. In 1931 he began the prac- 
tice of law at Jackson, Mich., and was associated with the law firm of McKone, 
sadgley, Kendall & Domke until December 31, 1954, with the exception of 
+ years, 1941-45. During this period Mr. Kendall was in military service with 
the United States Air Force as an intelligence officer. He served in the Pacific 
theater of war and was returned to inactive duty in 1945 with the rank of major. 

Mr. Kendall was nominated by President Eisenhower to be General Counsel of 
the Treasury Department on January 10, 1955. He was confirmed by the Senate 
ou January 24, 1955, and took his oath of office on January 26, 1955. 





60 


Mr. Kendall is a member of the American Bar Association, the State Bar 
Michigan, and the Barristers of Jackson County, Mich. He has served as presi- 
dent of the Board of Education of Jackson, and as a member of the Jacksoy 
Veterans’ Housing Administration. He was instrumental in the founding of the 
John George Home in Jackson, a philanthropic organization for assistance t) 
aged and retired persons. 

He is a vestryman of St. Paul’s Episcopal Church in Jackson, Mich. 

Mr. Kendall’s clubs include the Town and County Clubs at Jackson, Princeton 
Club of New York, Detroit Club, and the Metropolitan Club of Washington, D, ¢ 
He is also a member of American Legion, Veterans of Foreign Wars, Military 
Order of World Wars, Washington, D. C., and Elks, Masons, and Phi Delta Phi. 

Mr. Kendall married Elizabeth Way of Jackson, Mich., on December 17, 193: 
They have one son, David, Jr. 


Mr. Gary. Any further questions 4 
If not, we are very much obliged to you, Mr. Parsons, 


Turspay, Fepruary 1. 1955 
BUREAU OF ACCOUNTS 
WITNESSES 


ROBERT W. MAXWELL, COMMISSIONER OF ACCOUNTS 

GILBERT L. CAKE, ASSOCIATE COMMISSIONER 

JULIAN F. CANNON, CHIEF DISBURSING OFFICER 

HAROLD R. GEARHART, HEAD, DIVISION OF CENTRAL ACCOUNTS 
EDMUND C. NUSSEAR, HEAD, DIVISION OF DEPOSITS AND INVEST- 


MENTS 
SALARIES AND EXPENSES 


Amounts available for obligation 


(Balances for June 30, 1954, are as certified under sec. 1311, Public Law 663) 
1954 actual | 1955estimate | 1956 estir 


Appropriation or estimat $1, 800, 000 $2, 548, 700 
Transferred, pursuant to Reorganization Plan No. 26 of 1950, 
from 
‘‘Salaries and expenses, Division of Disbursement”’ 860, 000 
“Administering the public debt, Bureau of the Public 
Debt”’ 51, 000 
“Salaries and expenses, Office of the Secretary of the 
lreasury”’ 18, 100 
Adjusted appropriation or estimate 2, 729. 100 : 700 
Reimbursements from non-Federal sources l 


Total available for obligation _ - 2, 729, 101 2 700 
Unobligated balance, estimated savings —14, 001 


Obligations incurred ; | 2, 715, 100 2, 548, 700 


Note.—Reimbursements from non-Federal sources represent refund of terminal leave 
(5 U.S.C. 2061). 
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Obligations by activities 


Description 1954 actual 1955 estimat 


essing deposits of withheld tax payments e $768, 914 717,7 
ncial reporting and maintenance of the Government*s 
ntral accounts 1, 429, 782 
Development and installation of accounting and reporting 
tems ea Se 156, 672 140, 865 
essing investments, loans, claims, collections, and 
irety bonds . , 162, 854 149, 477 149, 477 
pervision of the Federal depositary system 99, O18 97,855 110, 480 
tive direetion__-. eae 97,860 | 94, 806 | 94, U6 
Obligations incurred... - is ; £4 i 2,715, 100 | 2, 548. 700 2. 600, 000 
| 


Obligations by objects 


Object classification 198 


imber of permanent positions 
nun ber of allemployees 
1 ofemployees at end of year 


.laries and grades 
rel schedule grades 
Average salary 
Average grade 


sonal services 
Permanent positions ‘ 635, 254 
gular pay in excess of 52-week base ‘ 6 290 
nt above basic rates ; 3" 192 


lotal personal services , 734, 117 1, 644, 666 
et 47 2 500 
ortation of thing 3, 34: 2. 000 
unication services 24,6 23, OOO 

nts and Utility services , a9 65. OOO 

nting ana reproduction 00. SOO 

Other contractual services 12,714 18, 534 

Kein. bursements to Federal Reserve banks 734, 214 685, O00 

S Supplies and materials 10, US84 11, 000 

“quipment 9,913 5, 000 
efunds, awards, and indemnities 283 
ives and assessments 1, 648 


Obligations incurred 


Analysis of expenditures 


r June 30, 1954, are as certified under sec. 1311, Publie Law 663 
1954 actual | 1955 estimate 


ited balance brought forward $344, 87 $226, 730 $195, 000 
ons incurred during the year---- o 716. 2, 548, 700 2, 600, OOK 


2, 775, 430 > 795 


“, 4, 


rv pursements . 
Obligated balance carried forward . — 195, 000 — 202, 000 


lotal expenditures - 2, 812, 042 2, 580, 430 2, 593, 000 
Expenditures are distributed as follows 


Out of current authorizations - -- ‘ 2, 353, 700 
Out of prior authorizations é , ie 226, 730 


Mr. Gary. The committee will come to order, and we will take up 
this afternoon the estimates of the Bureau of Accounts. We have Mr. 
Maxwell, the Commissioner of Accounts, as the chief witness. Mr. 
Maxwell, we will be glad to hear from you at this time. Do you have 
a general statement / 
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GENERAL STATEMENT 


Mr. Maxwe tu. Yes, sir, Mr. Chairman. 

The functions of the Bureau of Accounts are substantially the same 
as heretofore. 

As you know, the major expenses of carrying on these activities are 
paid from two administrative expense appropriations, namely “Sal- 
aries and expenses, Bureau of Accounts” and “Salaries and expenses, 
Division of Disbursement.” ‘The appropriation for the Division of 
Disbursement, under which we are requesting $15,575,000 for the fiscal 
year 1956, and which will be justified by the Chief Disbursing Officer, 
covers the payment of Government creditors for obligations incurred 
by all the civilian activities of the Government except the United 
States marshals, certain corporations, and a few agencies to which 
the disbursing function has been delegated. It also includes the ex. 
penses of issuing savings bonds to Government employees who par- 
ticipate in the payroll allotment plan to buy bonds. Although con- 
sideration is being given to the additional delegation of certain dis- 
bursing activities, the responsibility for this function is in the Treas- 
ury so that the estimates for 1956 are predicated for the most part upon 
the continuation of these activities. 

Mr. Chairman, if I might digress from my statement for a moment, 
I would like to mention that we have a new disbursing officer. Mr. 
Banning recently retired and Mr. Julian Cannon has taken his place. 
So, he will be the one who will justify the appropriation for the Di- 
vision of Disbursement. 


SERVICES OF MR. BANNING 


Mr. Gary. I am very sorry that Mr. Banning has left. I think he 
was an outstanding public servant, devoted to his office. He did an 
excellent job as the Chief Disbursing Officer. Whenever he came be- 
fore our committee he showed that he was thoroughly familiar with 
all of the details of his office, and it certainly appeared that he con- 
ducted a very efficient operation. I was sorry to see him retire, but 
he enjoyed a long and useful service, and he deserves a rest. Our very 
best wishes go with him in his retirement. 

Mr. Canriexp. I, too, Mr. Chairman, am sorry to hear that Mr. 
Banning has left, and I wish it were so that you and I, together with 
other members of the committee, could have had a part in some of the 
tributes accorded him at the time of his departure. 

It was a refreshing experience to have him appear before our sub- 
committee and tell his story. It was always his delight to report some 
savings in his Bureau, and he was indeed a truly dedicated public 
servant. Representing the minority side of this table I join you in 
expressing the hope that he will be happy in retirement and that it 
will be so that all of us can rendezvous again. 

Mr. Maxwetui. Thank you, Mr. Chairman. and gentlemen of the 
committee for those kind remarks. We will pass them on to Mr, Ban- 
ning, and I know he will appreciate receiving them. 

Now, to continue with the statement. 

The other appropriation under which we are requesting $2,600,000 
for 1956 covers other activities of the Bureau of Accounts. Both of 
these appropriations have been substantially reduced in the past few 
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years. The number of employees 1 in the Bureau has been reduced by 
nearly one-fourth during the past 5 years without a reduction in volume 


of work to be handled. 
COMPARISON OF EMPLOYMENT, 1949 WITH 1954 


Most of these reductions have been made without adversely affecting 
our work through changes in procedures and organization and the 
application of new processes or installation of labor-saving equip- 
ment. We would like to later comment on the present situation arising 
from reductions being made in amounts greater than the management 
savings. If you have no objection, I would like to insert in the record 
1 statement comparing the present number of employees with those 5 
years ago by each organizational division. 

The table referr ed to is as follows : 


Comparison of number of employees on Dec. 31, 1949, with Dec. 31, 1954 by divisions 


| 
Number | Number Number Decrease (—) 
of em- trans- Total for| of em- increase (+) 
ployees ferred compar- | ployees 
Dee. 31, | withnew ison Dee. 31, 
1949 ! functions 1954 ! Number | Percent 


Payable from appropriation, “Salaries and | 
wnses, Bureau of Accounts, Treas- | 


uy 
Departmental: 

Office of Commissioner } 

Accounting Systems and Internal 
Audit Divisions 

Admunistrative Division -. 

Deposits and Investments Divi- 
sion 

Central Reports Division. 

Central Accounts Division 

Liquidation Division 


Total departmental 
eld: Central Accounts Division 


Total 


iyable from appropriation, ‘‘Salaries and 
penses, Division of Disbursement’’ 
Departmental... .-- ey 871 | ( 7 566 | 
Field. ...... ‘ ‘ - 1, 955 3— | 2¢ , 826 1, 427 


lotal disbursement Sie —*) 2, 826 2% 2, 606 1, 993 


Total... .-| 3,070 3, 086 2, 355 


Including vacancies to be filled. 

_ Transfer of functions to the Bureau of Accounts under Treasury Department Order No. 170-1, Feb. 
: Consolidation of functions under Treasury Department Order No. 164, Dec. 12, 1952. 

l'ransferred by section 1 of Executive Order 10494 dated Oct. 14, 1953. 

You will note from the table that some of the divisions have taken 
is high as a 30 percent reduction during the past 5 years. The Divi- 
sion of Disbursement, had a 23.5 percent reduction and the appropria- 
tion which we are now discussing, has taken a reduction of 24.6 
percent. 

The activities, the expenses of which are paid from the appropria- 
tion “Salaries and expenses, Bureau of Accounts,” have been grouped 
for budget purposes into six categories, namely: (1) Processing de- 
posits of withheld taxes; (2) finance ial reporting and maintenance of 
the Government’s central accounts; (3) developing and installation 


5SS6GS81 5d 
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of the accounting and reporting systems; (4) processing investments, 
loans, claims, collections, and surety bonds; (5) supervision over the 
depositary system; and (6) executive direction. During the past 2 
years there have been sharp reductions in the appropriations for these 
6 activities, which I would like to discuss. 


ACCOMPLISHMENTS IN 1955 


In the current fiscal year we will have approximately $220,000 less 
available than in the fiscal year ended June 30, 1954, after making 
allowance for the inventory purchases in 1953 for the fiscal year 1954, 
previously discussed with your committee, and the appropriation 
transfers to cover transferred functions. To make up for this redue- 
tion for this year, we expect to make savings of approximately $55,000 
resulting from the continuous management program—that is, changes 
in procedures which do not decrease the quality or the promptness of 
completing our work, 

We expect to realize about $65,000 under an arrangement with the 
Federal Reserve banks, which have agreed to a systemwide unit 
charge of 11 cents for the processing of the depositary receipts as 
against their average current actual cost of 12 cents. Although this 
lower rate has been agreed to by the Federal Reserve System only for 
the current fiscal year (that is 1955) the same rate has been projected 
into the 1956 estimates. Unless the banks can reduce their costs to 
11 cents, the reduced charge in fact does not fully represent an econ- 
omy to the Government since this arrangement reduces the profits of 
the Reserve banks, 90 percent of which are turned over to the Treasury 
under section 16 of the Federal Reserve Act, as amended. 

At the present time, we do not have in sight any management im- 
provements to effect the remaining reduction of approximately 
$100,000. However, in order not to violate the Antideficiency Act 
by incurring obligations in excess of our current appr opriation, we 
have taken miscellaneous administrative actions resulting in_ post- 
ponement of work or affecting the quality of our work which we hope 
will only be temporary. For example, we have had to reduce our 
participation in the joint program with the General Accounting Office 
and the Bureau of the Budget. In fact, since July 1, our participa- 
tion in the program has consisted primarily of high-level conferences 
participated in by our associate and assistant commissioners, while 
the staff has been employed only on projects which directly affect the 
Treasury Department, such as the development of central accounts 
and the monthly treasury statement. 

Other steps we have had to take include the postponement of work 
in connection with the liquidation of discontinued agencies, such as 
the Philippine War Damage Commission; the discontinuance of the 
review of substitute checks issued, which we consider important as 
an internal control; the postponement of the publication of the Digest 
of Appropriations; and the discontinuance of the removal of canceled 
fidelity bonds from the active files, which, in the long run, means |i 
will take more time to find current material in the files. 

In addition, we have certain new work which we feel must be per- 
formed, such as the preparation of the monthly ‘Treasury statement 
compiled in pursuance to the program approved by the Secretary of 
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the Treasury, the Director of the Bureau of the Budget, and the Comp- 
troller General on October 5, 1954, which provided for a atone 
revision of the statements reflecting budgetary results and the daily 
Treasury statement. We must also. prepare foreign currency reports 
and estimates under Executive Order 10488. 

As a consequence of this situation, backlogs of work have developed 
in certain areas. For example, the Deposits Branch is from 60 to 90 
days behind in answering its correspondence relating to designation 
of ae and adjustment of Treasury balances. Also, since 
July 1, 1954, the unprocessed correspondence relating to the liquid: - 
tion of the Philippine War Damage Commission has increased at the 
rate of approximately 260 letters per month. We hope that we will 
be able to take care of this situation. Every effort is being made to 
streamline our work so that these backlogs can be reduced or elimi- 
nated. 

We have had to postpone improvements in our accounting under 
ie agreement previously mentioned. One of the features of the new 
reporting system is that receipts and expenditures on the new basis 
would be tied in with the cash paid out by the Office of the Treasurer 

fthe United States which requires a major revision in our system of 
omitted accounts. Because of lack of personnel, we have not been able 
io establish these accounts which will enable us to assure the complete 
accounting support in the Treasury for these important reports. 

In addition, the General Accounting Office, in making an audit of 
the work of the Deposits Branch, has ‘made several recommendations 
on Which we have not been able to take action. The General Account- 
ing Office recommended that that Branch improve its reviews of the 
depositary reports. The management engineering firm of Ford, 
Bacon & Davis, who were employed to make a survey of the Fiscal 
Service, including the Bureau of Accounts, agreed with this recom- 
mendation. The General Accounting Office also recommended that a 
program be established to examine banks which have been designated 
is depositaries to assure that their reports were correct. 

We have not been able to establish in the Bureau of Accounts an 
internal audit program which would be expected for an organization 
of this size. As you gentlemen know, under the Budget and Account- 
ing Procedures Act of 1950, the head of each agency is responsible 
for establishing internal control, including a program for interna] 
audit, within his own organization. This is an adjunct to the audit 
inade by the General Accounting Office. In the Treasury, the interna] 
audit functions has been delegated to each bureau head. During the 
liscal year 1954, the Bureau of Accounts was able to assign only one 
employee to this function. Since 1954 we have, by withdrawing em- 
plovees from accounting systems wor k, assigned two additional people 
for this work. The management engineers gave their opinion in their 
report on this subject, to the effect that the review and internal audit 
programs should be amplified if the full benefit is to be derived from 
them. 


ESTIMATES FOR FISCAL YEAR 1956 


With this situation in mind, we have requested additional funds 
for the fiscal year 1956, which have been approved by the Budget 
Bureau, in the amount of $51,300. These estimates include funds for 
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three additional employees in the Deposits Branch to enable that unit 
to make a more complete review of reports from depositaries, thereby 
permitting it to adjust Treasury balances with the depositaries in 4 
more satisfactory manner. This does not, however, include any esti- 
mates for a program to examine banks as proposed by the General 
Accounting Office since, at this time, we are not certain whether this 
should be done. We are also requesting one well-qualified employee 
to be assigned as an internal auditor for the Bureau's activities, which 
would permit the release of a corresponding employee to work on 
accounting and other matters relating to the joint accounting pro- 
gram. Seven employees are being requested for the function “F inap- 
cial reporting and maintenance of the Government’s central accounts” 
for the purpose of enabling the Bureau to revise and maintain its sys- 
tem of control accounts and to establish the tie-in between the monthly 
Treasury statement and the Treasurer’s cash payments, as provided in 
the program agreed upon on October 5, 1954, previously mentioned. 


PROBABILITY OF ADDITIONAL MANAGEMENT SAVINGS 


In the past we have had substantial savings because of management 
improvements in streamlining our proc edures and organization, such 
as from the consolidation of accounting in our old Division of Book- 
keeping and Warrants with the accounting unit in the Division of 
Disbursement. However, reductions in appropriations in the past 
few years have far outstripped these management savings. 

The recommendations by the management engineers relating to 
these functions (the expenses of which are payable from this appro- 
priation), did not involve any material economies over the present 
situation. Nor do we foresee any improved procedures which would 
save an amount equivalent to the additional sum of $51,300 being re- 
quested for the fiscal year 1956 to enable us to proceed with the work 
in the areas for which additional employees are requested. The nor- 
mal management savings which may reasonably be expected in 1956 
must be applie 1d to increased costs from employee insurance and auto- 
matic promotions that we are required to absorb. Therefore, without 
the additional employees requested in these estimates, we do not see 
how the Bureau can remove the causes of the criticism of the General 
Accounting Office or establish the highly important procedures to 
prove budget expenditure reports with the Treasurer’s cash outlay. 

Mr. Chairman, I have asked my assistants who have supervision of 
the work for which additional funds are requested to be present so 
that they would be able to give you further details or explanation of 
the work of their respective offices. 


COMPARISON OF 1955 AND 1956 BUDGETS 


Mr. Gary. Thank you, Mr. Maxwell. 
We will insert at this point in the record pages 15 and 16 of the 
justifications 
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(The matter referred to is as follows :) 


Analysis of appropriation base for fiscal year 1956 


Regular appropriation, 1955 act ‘ 548, 700 
Supplemental appropriation for 1955 ; ee 
Total appropriation, 1955 548, 700 


Appropriation base for 1956 548, 700 
Increase over appropriation base for 1956 _- 51, 300 


Appropriation estimate for 1956 2, 600, 000 


Increase or decrease from total appropriation, 1955 51, 300 


Comparison of appropriation base with appropriation estimate for 1956 


Appropriation base Appropriation esti- 


for 1956 mate for 1956 Increase 


Activity Foeeeinnoneeeetitinienneemee —_—— 
Average 


Average Average | 
Amo ed 
Amount positions 


| a a Amoun 
| positions positions t 


Amount 


Processing deposits of withheld 
tax pavments 3.0| $717,735 
Fine.ncial reporting and mainte- 
nance of the Government’s | 
central accounts | 4 1, 347, 862 5.3 | 7. $30, 325 
Development end instellation of 
counting end reporting sys- 
tems | - 140, 865 ‘ 49, 225 , &, 360 
Processing investments, loans, 
claims, collections, and surety 
bonds 32. 3 149, 477 32. 3 149, 477 
Supervision of the Federal depos- 
itary system f 97, 865 21.& 110, 480 
Executive direction 3. é 94, 896 33 94, 896 
Total, appropriation 1955 and 
appropriation estimate for 
1956 363. , 548, 700 37 2, 600, 000 


GENERAL STATEMENT 


The major function of the Bureau of Accounts which has not changed mate- 
rially during the last several years relate to: (1) control of appropriations 
made by Congress to the various departments and establishments; (2) main- 
tenance of the central accounts of the Government relating to receipts, expendi- 
tures, and appropriations: (8) preparation of monthly and annual reports to 
the Congress including the receipts, appropriations, and expenditures of the 
Government, and the Secretary’s annual report; (4) performance of disbursing 
functions for the civil establishments of the executive branch of the Government 
except postal service and United States marshals; (5) handling accounts and 
payment of claims in connection with uncurrent and stale checks; (6) handling 
claims and issuance of substitute checks for entire Government service; (7) 
issuance of United States savings bonds to Federal employees under the pay- 
roll savings plan; (8) handling the details relating to the designation and the 
supervision of the Federal depositary system including the deposit of withheld 
und excise tax; ({)) administration of the Government Losses in Shipment Act; 
(10) approval of surety bonds and determination of underwriting qualifications 
of surety companies authorized to do business with the United States; (11) 
handling investments of various trust and other funds for which the Secretary 
of the Treasury is responsible; (12) supervision of Treasury accounting and 
participation in overall accounting and reporting procedures for the entire Gov- 
frnment service under joint accounting program; (13) development of regula- 
tions and administration of internal auditing for the Treasury Department; 
(14) accounting, billing, and collecting for lend-lease articles transferred and 
surplus property sold to foreign governments; (15) accounting for foreign cur- 
rencies acquired by the Treasury; (16) payment of international claims; (17) 





68 


handling certain claims and judgments against the United States and the pay. 
ment of private relief acts; (18) maintenance of records relating to authority 
of Government corporations and agencies to borrow from the Treasury, anj 
loans made to such agencies; (19) liquidation of the residual fiscal affairs of 
certain agencies and commissions placed in liquidation; and (20) audit of 
various trust and deposit fund accounts. 


LANGUAGE CHANGES 


No changes in the appropriation language for the Bureau of Accounts will hp 
necessary for the fiscal year 1956. 


ANALYSIS OF APPROPRIATION BASE 


No changes are necessary in the appropriation base for 1956. 


NEED FoR ADDITIONAL PERSONNEL 


Mr. Gary. It appears from this table on page 15 that you are re. 
questing an increase of $51,300. Will you explain just what that in- 
crease is for? 

Mr. Maxweti. Yes, Mr. Chairman; that covers three different areas: 
For the “Financial reporting and maintenance of the Government's 
central accounts,” 7 positions are requested ; 1 high-grade accountant 
for internal audit, contained in the function of “Development and in- 
stallation of accounting and reporting systems”; and 3 employees 
under the function “Supervision of the Federal depositary system.” 

If it is agreeable to you, Mr. Chairman, I would like to have Mr. 
Gearhart explain the request for the 7 employees that will come pri- 
marily under his ee and Mr. Cake the need for 1 for internal 
audit, and Mr. Nussear the need for 3 additional employees for the 
supervision of the Federal depositary system if it is agreeable to you. 

Mr. Gary. That will be entirely agreeable. 

Mr. Grarnart. The fiscal year 1954 was the first full year of op- 
eration of the Division of Central Accounts and the Division of Cen- 
tral Reports, and I would like to review a little bit the background 
of those two Divisions. They were organized under Treasury De- 
partment Order No. 164 in connection with the Budget and Account- 
ing Procedures Act of 1950 and to carry out the Treasury’s responsi- 
bilities under the act with respect to improving the central accounts 
and reports of the Government. 


DIVISION OF CENTRAL ACCOUNTS 


At the time the Division of Central Accounts was organized it 
brought together the old Division of Bookkeeping and W arrants and 
the Accounting Section of the Division of Disbursement. 

At that time there were 66 employees in the Division of Bookkeep- 
ing and Warrants, and there were 91 emplovees in the Accounting 
Section of the Division of Disbursement in W ashington, and 129 in 
the field, making up a total of 286 employees, with a payroll of 
$1,097,000. At the time we organized the Division on January 4 
1953, it was thought that there would be some savings in the reorgan!- 
zation, and that those savings would be used to develop a central ac- 
counting and central reporting system. 

From 1953 until 1955 we studied every phase of the Division of 
Central Accounts operation. We have streamlined the organization, 
and we have strengthened the supervision in the organization. 
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We have simplified procedures, established higher production 
standards, and taken every step that we thought was possible to 
further management savings, every step we could to reduce the cost 
of that Division. 

As a result of these actions the present payroll (of the Division) is 
reduced to 235 employees with a dollar payroll of $935,000. That is a 
reduction in the cost of that operation from January 4, 1953, up to 
this time of $162,000. 

In addition to that reduction in cost, when we took over the 2 opera- 
tions we had 2 types of tabulating-machine equipment. We had one 
type of equipment from the Division of Bookkeeping and Warrants, 
ond another type of tabulating-machine equipment from the Account- 
ing Section of the Division of Disbursement. 

Because there were different types of equipment for carrying on 
different types of accounting operations, we had the problem of ‘how 
to bring those accounting operations together in order to get them to 
operate as a single unit. After careful study of this matter we 
standardized on one type of equipment and on one type of tabulating 
machine card. "The gross rental on the tabulating-machine equip- 
ment when we took it over was $83,000. After standardizing and sim- 
plifying the operation procedures and setting up higher production 
standards, the present rental cost of the tabulating equipment is 
$65,000, or a reduction of $18,000. 

Mr. Gary. Per annum ?¢ 

Mr. Graruart. Per annum, that is right. In other words, we have 
reduced the tabulating-machine rental $18,000 a year during this 
period of time. This makes a reduction of $162,000 in personnel 
cost and $18,000 in tabulating-machine cost, or a total reduction in 
the cost of operating the Division of Central Accounts of $180,000. 
Not only the entire savings we have realized during this time, but 
in addition, further reductions were made in the Bureau appropria- 
tion. Although we had planned to set up the central control accounts 
which would tie together the receipts and expenditures figures of 
the Government with the cash accounts of the Treasurer of the 
United States, we have not been able to move ahead. 


DIVISION OF CENTRAL REPORTS 


With respect to the Division of Central Reports the same story 
exists. At the time that organization was established they had 32 
employees. ‘They were given two additional employees at that time. 
Then there was a reduction in staff of 6 employees and they ended up 
with 28 employees. 

To that Division, in addition to the work that they had at that time 
was added the Monthly Treasury Statement which reflects receipts, 
expenditures, balances and the budget surplus or deficit. This work 
takes more than two people’s time regularly on a day-to-day basis. 

The result has been, as far as that Division is concerned, that they 
ire doing an unsatisfactory job in a lot of respects. For example: 
ine omplete examination of reports; and delays in providing responsi- 
ble committees of Congress with information which they should have 
more promptly. 

or instance, we are supposed to publish in the Daily Treasury 
Statement a statement of appropr iations, expenditures, and balances 





quarterly for the House Appropriations Committee. The chairmay 
was interested in seeing that information. A change in the base of 
the Daily Treasury Statement complicated the compilation of this 
statement. We have been from 3 to 6 months late in furnishing that 
information. We do not have the personnel with which to do the job, 

The Joint Committee on Reduction of Nonessential Expenditures 
has asked us to provide a detailed statement to them by appropriation 
showing the appropriations, the expenditures, and the balances. They 
publish that statement. We have been from 3 to 6 months late in 
providing them with the information. 

We have diffic ulty tying in the figures we produce in the Monthly 
Treasury Statement with agency reports of receipts and expenditures, 
We have a situation where we cannot work with the agencies as closely 
as we would like to work. The agencies may provide Congress with 
one set of figures, and the Treasury Department may provide it with 
a different set of figures covering the same period. In both instances 
there is probably nothing wrong with the figures which are provided 
by the agencies or by the Treasury Department, but they are not on 
the same wave length. The agencies may report their expenditures on 
a vouchers-paid basis, whereas our expenditures are on a checks-issued 
basis. 

Now, that is the situation in regard to the Division of Central 
Reports. 

The way we feel with respect to this request for 7 people, whose 

salary would be $24,000, is that we are really not wilting from the 
standpoint of these two divisions for any additional money, but thiat 
we are really asking for a restoration of 7 out of the 51 people that we 
reduced, and $24,000 out of the $180,000 savings that we have made 
so far in our operations. 

We feel that if we get that personnel, although we will not be able 
to do the whole job in 1956, we will be able to get on the road and make 
marked progress along the line of improving the Divisions of Central 
Accounts and Reports, something that should be done and that has 
been agreed to by the General Accounting Office and by the Bureau 
of the Budget. 

Mr. Gary. Thank you, sir. 

Mr. Maxwetu. Mr. Cake, would you take up the next item? 


INTERNAL AUDIT PROGRAM 


Mr. Cake. Mr. Chairman and members of the committee, before | 
deal with our specific needs on the question of internal audit, with 
your permission I would like to say something about it in relatio1 
to the joint accounting program. 

Except for the emphasis placed on internal audit in the joint 
accounting program and, of course, by the Budget and Accounting 
Procedures Act of 1950, generally speaking, the v ‘alue of internal audit 
has not been recognized in the Government as it has on the outside. 
In other words, a great deal more progress has been made by manage 
ment in utilizing internal audit in industry than in the Government. 

From the outset of the joint-accounting program, however, the Gen- 
eral Accounting Office, Bureau of the Budget, and Treasury Depart- 
ment, working ‘together, have felt that if the results of the program 
were to be most effective something needed to be done to generate more 





rma 
Se of 
this 
r that 
e job, 
tures 
ation 
They 
te in 


nthly 
UTES, 
osely 

vith 
With 
nces 
rided 
ot On 
ES On 
sued 


ntral 


‘hase 
. the 
that 
it we 
nude 


able 
nake 
tral 
has 
real 


re | 
with 
tio! 


oint 
ting 
udit 
side. 
age- 
ent. 
ren- 
art- 
ram 
ore 


interest in internal auditing and its use in improving the financial 
system of the Government. 

‘For that reason the Budget and Accounting Procedures Act specifi- 
cally made provision that the head of each executive agency must 
establish a system of internal control that would include adequate 
internal audit. 

Following this requirement, the Secretary of the Treasury issued a 
regulation, ‘laying down the policy and requirements with respect to 
internal auditing within the Treasury Department. That was De- 
partment Cir cular No. 924. 

This circular requires the head of each bureau in the Department 
to establish and maintain a system of internal audit for his bureau, 
and requires him to reexamine his existing facilities in that connection. 

It also requires the head of each bureau to provide for regular re- 
porting of the findings of internal audit and the action taken upon 
those findings. 

In the third place, it requires the head of each bureau to fix the 
responsibility for making fiscal internal audits upon one individual 
within the bureau, and that individual must be sufficiently close enough 
to top management within the bureau, so that the auditing can be per- 
formed witha proper status of independence and objectivity. 

Finally, the circular requires the head of each bureau to make a 
smiannual report to the Secretary of the Treasury on the results 
accomplished by internal auditing within the bureau and the action 
that has been taken on any criticisms and recommendations of audit. 

The Secretary also placed, by order, on the Commissioner of Ac- 
counts the responsibility for generally supervising internal audit 
within the Treasury Department. This makes the Commissioner of 
Accounts more or less the Secretary’s eyes and ears on what the sit- 
ation is with respect to the effectivness of internal auditing in the 
Department. The Bureau of Accounts, as a result, has a dual respon- 
sibility under Department Circular No. 924 with respect to internal 
audit. 

The first responsibility relates to the general requirement of the 


} Secretary that the Bureau of Accounts determine whether an effective 


internal audit system exists within the Department as a whole. 

Now, we do not do this by actually going out and making internal 
audits, We do it by developing audit policy and requirements for 
the Secretary’s approval; by assisting the individual bureaus in the 
development of their audit programs and with technical advice; by 
ippraising the internal audit systems of the individual bureaus in 
actual operation, to determine whether they are eo well. 

We also give attention to all the audit reports of the General Ac- 
counting Office re ‘lating to Treasury bureaus. We study those reports 
and we consult with the General Accounting Office and with the 
bureaus involved regarding the recommendations which have been 
made in the General Acc ounting Offic e reports. 

That is the way we carry out our internal-audit responsibilities 
With respect to the Department asa whole. We have but one man we 
feel that we can afford to put on this work. He circulates around 
and does what he can in the way I have described. 

Our other responsibility in this field is to actually perform internal 
auditing within the Bureau of Accounts. We also have only one man 
employed on that work. We feel that to do as big a job as the actual 
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auditing requires we should have at least two men employed in audit- 
ing our own Bureau. In every situation there is a minimum amount 
of audit coverage which has to be obtained if you are going to have 
internal audit in more than name only. 

Our internal audit work in our own Bureau consists of seeing that 
laws and regulations are not being violated or disregarded ; that safe. 
guards are being properly maintained over funds, revenue, and other 
assets; that management policies and procedures are being carried out, 
and studying the apparent good or bad effects of such procedures or 
policies; in identifying opportunities to do things in better ways, with 
better results, at less expense ; and, finally, seeing that the accounting 
system is working well in all respects—that there are no backlogs, 
that procedures are being followed, that a satisfactory standard of 
accuracy is being maintained, and that reports are current, reliable, 
and afford proper disclosure. 

As I said we have only 1 man to do this job for the whole Bureau 
and we feel that we should have at least 2 men to do it. 

As a strictly temporary measure, because we did not think we were 
getting adequate coverage last year, we have diverted several of our 
systems accountants to make at least one good audit of the Bureau 
this year. But how frequently we can go back and check up on it 
we do not know, unless we get more assistance. 

Mr. Gary. Thank you. 

Mr. Maxwe tu. Mr. Nussear. 


SUPERVISION OF FEDERAL DEPOSITARY SYSTEM 


Mr. Nussear. Mr. Chairman and members of the committee, we 


have included in the estimates a request for funds for 3 grade 7 em- 
ployees at a total cost of $12,615, to carry out, as far as we can, the 
recommendation of the General Accounting Office auditors, that we 
improve the quality and the quantity of our examination of reports 
from depository banks. 

We have a major workload of about 980 cases. While we receive 
reports monthly we hope to be able to, or we feel we ought to be able 
to, examine these cases at least twice a year, and on that basis it would 
mean that out of 980 banks we would have, approximately, 460 cases 
a quarter to examine. 

In the past years we have only been able to examine about 25 percent 
of these cases. We have a total personnel in the Deposits Branch 
of only 16 people, 5 of whom are available to make a complete exami- 
nation of these bank reports. 

Mr. Gary. You refer to examining the banks themselves ? 

Mr. Nussear. The General Accounting Office recommended that we 
examine, at the site, the records and operations of the banks, as they 
relate to services performed for the Government, particularly what we 
call the banking facilities. 

At military posts we will authorize a bank to furnish almost com- 
plete banking service for the Government officers to secure their payroll 
cash, to make deposits, and for the servicemen to cash their checks, 
and to maintain accounts. The General Accounting Office felt that 
we should make a complete examination at the site of these particular 


banks. 
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Mr. Gary. What do you mean by a complete examination, of the 
facilities or of the accounts ? 

Mr. Nussear. Of their operating expenses. 

Mr. Gary. Are they not examined by Federal or State bank 
examiners ¢ 

Mr. Nussgar. The Comptroller of the Currency examines the na- 
tional banks, but they do not go into the details of expenses and income 
in connection with depositary work which would be included in our 
reports. 

The same is true as to other Federal and State examiners. They 
may examine on an overall basis, but we are particularly concerned 
with what it costs to operate this particular facility at a particular 
military post. On the basis of net expenditures we place a Treasury 
balance with the banks to offset their expenses. We made an estimate 
last year, and on the basis of visiting the banks once a year to make 
a spot check it would take about 14 people. I do not believe it possible 
to make an adequate examination on this basis. I believe we should 
spend a week or 10 days in a particular bank in order to make a proper 
examination. 

Mr. Gary. The question I am raising is, why is that necessary, in 
view of the other examinations that are made? 

Mr. Nussear. I think the Treasury feels that it is not necessary at 
this time—— 

Mr. Maxwetu. We are doubtful that it is necessary at this time, 
Mr. Chairman. However, the request for these 3 additional employees 
does not include that particular phase of the recommendation, but 
just 8 employees to intensify the examination of the reports which are 
coming in from the banks so that we can currently review them rather 
than, as Mr. Nussear says, examine only 25 percent of them. 


JOINT COMMITTEE ON ACCOUNTING 


Mr. Gary. Mr. Maxwell, can you tell us something about the opera- 
tions of the Joint Committee on Accounting ? 

Mr. Maxwewu. Mr. Chairman, there will be a report coming out soon 
covering the details of the program from the viewpoint of the entire 
Government. 

As I indicated earlier in the introductory statement, the Bureau of 
Accounts has not been able to participate in it to any great extent, 
except through Mr. Cake, who is Associate Commissioner, and the 
head of our systems staff. However, Mr. Cake has been working with 
them on the report covering the whole Government service, and if you 
do not have any objection I think he could very briefly tell you what 
is contained in that report which will be available in a few days. We 
will be glad to furnish you copies when they are available. 

Mr. Caxe. First of all, Mr. Chairman, and members of the com- 
mittee, I am sure that Mr. Maxwell did not mean to give the impres- 
sion that the joint accounting improvement program relates only to 
work outside the Treasury. We consider that a very large segment 
of the work is that which we are doing in the Treasury because the 
Department is the central point in the Government for the accounting 
and reporting of receipts and expenditures, cash operations and that 
sort of thing. 
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As Mr. Maxwell said, the complete report on the progress of the 
joint accounting program during the last year is not ready yet. It will 
however, be ready very shortly. 

Last year there was prepared a small statement of the highlights 
of the report. I will be very happy to make such a statement for this 
year available to the members of the committee as we did at the last 
hearings. 


I want to repeat again, Mr. Chairman, as I did last year, that these 
are only illustrations. It is impossible to cover a subject that big in 
a relatively small document of this kind. 

Mr. Gary. We will insert the statement in the record at this point. 

(The matter referred to is as follows :) 


ILLUSTRATIVE HIGHLIGHTS—FROM 1954 PROGRESS REPORT UNDER THE JOINT PRo- 
GRAM TO IMPROVE ACCOUNTING IN THE FEDERAL GOVERN MENT 


Progress under the joint program is so widespread and includes so many 
different types of improvements that an illustrative approach has necessarily 
been used as a basis for presenting the annual report. This brief summary can 
only include a few illustrations. The items selected are designed (1) to indicate 
the more important general developments, (2) to identify major areas involving 
agency improvements, and (3) to characterize the several types of identifiable 
savings. The less tangible but infinitely more important savings which result 
from management utilization of improved financal data do not always lend them- 
selves to specific measurement. 


A. GENERAL DEVELOPMENTS 


In addition to their day-to-day cooperative efforts to assist operating agencies 
under the joint program the three central agencies (Treasury, Budget Bureau 
and General Accounting Office) furnished leadership in the governmentwide 
aspects of the improvement program. 

1. Central accounting and reporting—Continued emphasis on simplified and 
more effective accounting and financial reporting during the year produced 
results. 

Receipt and expenditure data are now published on an improved and consistent 
basis by the Treasury in the “Monthly Statement of Receipts and Expenditures 
of the United States Government.” The Treasury’s annual combined statement, 
the budget document, and agency reports on the status of appropriations have 
been keyed to the same data. In addition to eliminating previous inconsistencies 
in the several series of data, better information is provided for the review and 
control over Government spending. 

A change in procedure has been instituted whereby collecting officers deposit 
directly with Federal depositaries. This important change has resulted in the 
elimination of duplicate handling of cash by collecting agencies and Treasury 
disbursing officers and a substantial reduction in the paperwork involved. 

Disbursing officers were relieved of the requirement of maintaining and report- 
ing balances of appropriations and funds, thus simplifying the accounting and 
related procedures. This is another step toward a fully integrated ageucy- 
Treasury accounting system. 

2. Budgeting—The 1956 budget contains improvements in budget structure 
for 30 organization units. These improvements involved changes in both appro- 
priations and activities classifications. Under the continuing program for im- 
proved accounting support for budget presentations, 95 organization units now 
have integrated budget and accounting systems. There are now 114 business 
type presentations in the 1956 budget. In addition, preliminary steps have beet 
taken to increase the number of cost-type appropriation presentations in future 
budgets based upon supporting cost data already used in more detailed budget 
justifivation material. \ 

3. Check payment and reconciliation processes.—The proposed conversion ol 
32 million paper checks to puncheard checks, involving substantial annual sav- 
ings, is now about 70 percent completed. Approximately 21 million checks have 
been converted to date, 6 million during the past year. The conversion is expected 
to be virtually completed in 1955. Cooperative efforts by the Government and 
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manufacturers of electronic equipment during the year have enhanced the possi- 
pility of adopting a combined check payment and reconciliation system to handle 
the Government’s multimillion transaction workload more efficiently and 
economically. 

B. AGENCY PROGRESS 


The various examples of agency progress which follow are just a few items 
selected from part Il of the report to indicate the trend of progress in accounting 
developments and improvements being accomplished by the individual agencies 
largely on their own initiative within the broad principles and objectives of the 
joint program. These few examples do not, of course, show the full picture of 
ihe total progress that has been made in the agencies this year. bia 

Complete systems installed in Department of Agriculture— Iftice of Solicitor, 
Federal Extension Service, Farmers Cooperative Services and Rural Electriti- 
cation Administration—also, systems work underway in Marketing Service, Agri- 
cultural Research Service, Commodity Stabilization Service, Forest Service, Soil 
Conservation Service, Foreign Agricultural Service, Office of Information and 
Office of Secretary. : , ee or 

Integration of cost accounting with general accounts in Government Print- 
ing Office coordinates budget and other reporting requirements with full con- 
trol over all assets. Improved account classification and financial control of 
wsts and property in National Advisory Committee for Aeronautics. A new 
accounting system which features integrated financial planning, accounting and 
reporting based on a pattern of organizational activities in National Science 
Foundation resulted in a 75 percent reduction in number of accounts previously 
maintained. A complete accounting system based on accrual concepts and 
designed to furnish direct support for budget in Small Business Administra- 
tion. 

Major accounting and financial management improvements installed by Post 
Office Department with further refinements planned. <A completely new revenue 
accounting system installed in 64 district offices of Treasury Internal Revenue 
Service featuring improved control over delinquent accounts—also, a new 
mechanized accounting system for its administrative activities. Timely and 
accurate information to management in district offices of Treasury Bureau of 
Narcotics under new allotment accounting procedure. Improved cost alloca- 
tions and cost reports to management in Veterans’ Administration—also, new 
loan guaranty program accounting system. 

In Department of Defense the Army adopted improved budget procedures, 
substantially reduced the number of allotment accounts, installed an inte- 
grated accounting-disbursing-payroll system at all Continental Army Com- 
mands and some overseas commands, extended financial property accounting 
to total of 180 locations, increased industrial fund installations to 17, and 
significantly increased efficiency and effectiveness of its audit activities. The 
Navy improved its appropriation structure, adopted improved techniques to 
nore effectively utilize accounting data in supply management, increased 
industrial fund installations by 9 for a total of 36, instituted many refinements 
in established accounting systems and extended comprehensive audit coverage 
under internal audit program. The Air Force further developed and tested its 
financial management plan, improved its budget administration and reduced 
the humber of allotments, installed a double-entry accrual accounting system at 
all bases, extended monetary inventory accounting, and developed an improved 
internal audit program to be effective January 1955. 

In Department of Interior—revised account structure with improved controls 
and management data in Alaska Railroad—developments under way in National 
Park Service and Fish and Wildlife Service. A new system installed for main- 
taining and reporting on cash accountability in Foreign Service of State Depart- 
ent. Development of an integrated accounting system in Foreign Operations 
Administration to replace systems of three predecessor agencies, includes decen- 
tralization of accounting for technical-assistance funds and improved accounting 
relationship with other Government agencies under uniform pattern. 

System developed and installed for new Federal employee group life insurance 
program in Civil Service Commisison—also, decentralization of accounting te 
regional offices with appropriate integration with central office. Improved pay- 
roll system suited to its field pattern in Administrative Office of United States 
Courts. Mechanized payroll system for January 1955, installation in Federal 
Bureau of Investigation, Department of Justice. 
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C. EXAMPLES OF SAVINGS 


The evolutionary nature of accounting systems improvements produces long. 
range qualitative results which cannot always be expressed in direct and specific 
savings. However, examples of substantial savings due to simplifications anq 
improvements currently effective are recognizable in many of the agency accom. 
plishments included in this year’s report. Many of these are of recurring signifi. 
cance. Some of these examples are listed : 

1. Consolidation of the five finance offices of Agriculture’s Farmers Home 
Administration with related simplification of budgeting, accounting, and report: 
ing procedures saves approximately $1 million in personal services, $50,000 in 
tabulating machine rental, and $65,000 in office space rental, annually. 

2. Department of the Army saves $1 million at locations operating under in.- 
proved management controls provided by industrial funds and related account. 
ing and cost-control systems—also, inventories reduced by $2,600,000 at two loca- 
tions through disclosure of excessive levels. An improved report under Army's 
new financial property accounting system eliminates seven separate uncoordi- 
nated inventory reports which had cost $1.5 million per Army estimate. Corps 
of Engineers (civil functions) through improved programing and accounting 
reduced the volume of reports forwarded to the Office of the Chief of Engineers 
by 70 percent—also, reduced the staff associated with civilian payroll accounting 
by approximately 50 percent at an estimated savings of $500,000 a year. 

3. Improvements in Department of the Navy’s supply management contro! 
disclosed $1.9 billion in excess and obsolete stocks of which $1.35 billion has 
been scheduled for disposal—in Navy stock fund alone, improved inventory man- 
agement achieved a reduction of nearly $500 million in stock levels with an addi- 
tional reduction of more than $80 million in the annual rate of procurement. 
This permitted a reduction in the cash balance of the stock fund of $250 mil- 
lion in fiscal year 1953 and another $200 million in 1954. 

4. Department of Air Force by management utilization of accounting and 
financial records reduced the cost per dollar of sale of its clothing stock fund by 
20 percent in 1 installation, and in 1 worldwide command sales increased 58 
percent with a 50 percent lower inventory. 

5. A combined payroll, reimbursement voucher, blanket travel authorization 
form developed by the Bureau of Census for use in paying temporary field em- 
ployees eliminates thousands of travel orders and related vouchers with esti- 
mated savings to the Bureau of about $300,000. 

6. Further simplification of procedures and proficiency gained by personnel 
under the revised accounting system of the Maritime Administration, Depart- 
ment of Commerce, permitted reduction of 33 accounting employees. 

7. Continuous fanfold transfer posting schedules installed in General Services 
Administration saves approximately $20,000 annually. 

8. Government Printing Office reduced its billing rates to other agencies by 
about 5 percent due principally to expense reduction occasioned by simplified 
and improved procedures. An example of expense reduction is the decrease of 
40 employees in the Office of the Comptroller during the year. 

9. Revised method of preparing checks for old-age and survivors insurance 
benefit payments saves in excess of $100,000 annually as a result of coordinated 
procedures between the Bureau of Old Age and Survivors Insurance and Di- 
vision of Disbursement, Treasury Department. 

10. Bureau of Old Age and Survivors Insurance, Department of Health, Educa- 
tion and Welfare will save $150,000 annually by adoption of revised procedures, 
based on additional experience and knowledge, to reduce workload in investigat- 
ing self-employment tax returns; use of a combined award form extended to 
185,000 awards annually saves about $17,000; and, replacement of 29 conventional 
electric accounting machines with 18 high-speed machines along with important 
procedural changes will effect savings of $260,000 per year in accounting 
operations. 

11. Revised payroll procedures in Federal Bureau of Investigation, Department 
of Justice, should result in annual savings of approximately $36,000. 

12. The Railroad Retirement Board estimates savings of $90,000 per annum 
due to the integration of accounting and disbursing functions involving over 4 
half million checks per month for retirement and survivor benefit payments— 
also, issuance of a single check to families rather than separate checks to the 
widow and each surviving child has reduced the number of items paid and certified 
by 300,000 per year with an estimated yearly saving of $25,000. 
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13. Treasury Department, Internal Revenue Service substituted regional office 
reports prepared from basic field records for detailed budget and personnel data 
previously developed in national office with reduction of nearly a quarter million 
documents forwarded to Washington and savings in machine rentals and supplies 
estimated at $107,000 per annum. 

14. Relocation of supply facilities by the United States Coast Guard under its 
proad program for improvement in financial management results in savings in 
personnel costs of approximately $40,000 per year and about $60,000 a year in 
annual rental to General Services Administration. 

15. Seventeen million card index files of Veterans’ Administration beneficiaries 
maintained in veterans’ benefits office by 23 full time employees was discontinued 
resulting in substantial savings in personnel and equipment. 

16. Thirty-two outmoded and superseded reports of various agencies previously 
required by law to be submitted to Congress were eliminated with estimated 
annual savings of approximately $130,000. 

17. A new punch card form of transportation request for use on and after July 
1, 1955, representing an annual savings in printing costs of $150,000 a year, 
provides both rail and pullman accommodations by issuance of a single request. 

18. Post Office Department revisions in financial policies and procedures has 
greatly increased efficiency through better Management in Many areas. Meas- 
rable savings include elimination of 520,000 daily financial statements and 
{35,000 reports annually by discontinuing physical segregation of cash by funds; 
dentifiable savings of $2.5 million by extension of the direct deposit procedure 
initiated last year; estimated annual savings of $3.8 million resulting from 
adoption of punch card postal savings certificate and related simplifications 
and mechanization of accounting; installation of a standard cost system for mail 
equipment shop along with improved management achieved an 11 percent in- 
crease in efficiency; application of whole dollar concept and other changes in 
procedures for handling small remittances resulted in a 32 percent reduction 

from 8 to 5.4 million) in total remittances; and, discontinuance of regional 
segregation in listing of paid money orders by Federal Reserve banks indicates 
a probable saving of more than $200,000. 

19. Further progress in the program to convert 32 million remaining paper 
checks to punched card checks begun 3 years ago, resulted in additional annual 
savings of $150,000 in payment and reconciliation operations in Treasury and 
General Accounting Office. This brings recurring savings under this program up 
to $500,000 annually. 


UNIFORM SYSTEM FOR REPCRTING RECEIPTS AND EXPENDITURES 


Mr. Cake. I think that one of the most significant developments, 
not only from our standpoint but from the standpoint of other Gov- 
ernment agencies, was the change made in the system by which the 
Treasury reports the recepits and expenditures of the Government, 
cluding the budget results in terms of the current deficit or surplus. 

As you gentlemen know, of course, that change took place about a 
year ago and was the culmination of a great deal of work done in 
studying the problem. The change was the result of agreement of 
the policy people in the Treasury Department, Bureau of the Budget, 
and General Accounting Office. Basically, it has to do with a new 
basis for the figures of receipts and expenditures. Receipts and ex- 
penditures of the Government are put on a uniform and consistent 
basis. Expenditures represent are disbursements, i. e., checks issued 
und cash payments made by disbursing officers. Receipts primarily 
are on a collection basis. 

The change also was aimed at bringing various reports on receipts 
and expenditures into agreement, whether they are issued by the 
Treasury Department, the Bureau of the Budget, or the individual 
agencies that make the expenditures. The budget document, the 
annual combined statement of receipts and expenditures of the Treas- 
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ury, and the various reports of administrative agencies should be in 
agreement in the future. 

It takes time, of course, to iron out all the little differences that exist, 
but a great deal has been done in the past calendar year in achieving 
agreement. 

The third thing in connection with the reporting change is that pro- 
vision is made for anchoring the reports of receipts and. expenditures 
and the budget results into the Tre asury’s cash accounting and the 
changes in the publie debt. That will be done through the proper 
use of such reconciling factors as checks unpaid by ‘the treasurer, 
deposits in transit, and cash held outside the ‘Treasur y. All of those 
factors must be accounted for. That has not yet been completely done. 
There still is a lot of work to be done to provide in the Division of 
Central Accounts, that Mr. Gearhart referred to earlier, a proper 
accounting basis for the reconciliation. 

We have worked hard on this problem. We have devoted a great 
deal of the staff’s time to the final phases of the central accounting plan 
that has been referred to. 

Up to this time we have done almost everything that could be done 
in the way of taking transitional steps toward the ultimate goal. We 
have, however, reached the point where what remains to be done has 
to be done more or less as a package deal. 

I think it was last spring—I do not recall the exact date—when the 
Secretary of the Treasury released for the information of all agencies 
of the Government a Department circular which undertook to outline 
what our accounting plan is, Circular No. 945. The circular explains 
the plan so that the agencies will know what our objectives are and 
the various things which remain to be done. We are engaged on those 
now, and we are very hopeful that we can begin to install the sys- 
tem completely by next July 1. It involves such things as simplifying 
the procedure which now revolves around checking accounts on the 
Treasurer’s books; the decentralization of our receipt accounting to 
the points in the field where our disbursing and some of our other 
accounting is done. It will be at the points where we can tie our 
accounting into that of the individual agencies which have operating 
contacts with us in the field. 

Our program also involves such things as building the bridge 
between receipts and expenditures reports and the cash in the Treasury 
and the public debt, anchoring the reconciling factors in an accounting 
foundation. It also involves wor king with the General Accounting 
Office in revising accounts current of fiscal officers so that the data we 
need and are not getting now will be supplied through that vehicle. 
It means simplifying the documentation and accounting for inter- 
agency transactions, which are very involved in the Federal Govern- 
ment. That is the sort of thing that this plan involves and that we 
are now engaged in. 


UNIFORMITY IN ACCOUNTING PROCEDURES 


Mr. Gary. What progress has been made in requiring the various 
departments and agencies of the Government to improve their own 
accounting procedures, and toward developing more uniform account- 
ing procedures? 
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Mr. Cake. Mr. Chairman, of course that is primarily the field of 
the General Accounting Office. 

They have people from their system staff, and they also have a great 
many “site” audits going on. ‘Through their system staff they are 
working with the accounting people in every Government agency and 
endeavoring to improve accounting at the operating points. 

Also, the Comptroller General issued a year or so ago a statement 
of principles for general application and observance throughout the 
Government by all agencies to bring about more uniformity, hot in 
the actual detailed procedures, but through adherence to proper prin- 
ciples and that sort of thing. Of course, there are many operating 
situations which are different. 

Mr. Gary. Surely I can understand that there are bound to be some 
variations to meet the different conditions in the various departments, 
but, after all, if you are going to have uniform accounting you have to 
have some uniformity in the agencies. 

Mr. Cake. That is right. 

Mr. Gary. I thought the joint committee was going to address itself 
particularly to that problem. I know the Post Office Department is 
insatalling a new system. 

Mr. Cake. Yes, sir, that is correct. 

Mr. Gary. That is in progress at the present time. 

Mr. Cake. Yes, sir. 

Mr. Gary. And I wondered if any of the other agencies are trying 
to improve their accounting procedures ? 

Mr. Cake. All the agencies, as the progress report will show, and as 
I think the statement of highlights shows, are working to improve 
their systems. 

Mr. Gary. That is being done largely in conjunction with the Gen- 
eral Accounting Office ? 

Mr. Cake. They are taking the leadership, Mr. Chairman, with the 
avencies. 

You referred to the post office system. Actually we should have a 
nan assigned there, to work with the General Accounting Office. But 
we have not been able to do it. As Mr. Maxwell has said we have had 
to forego some of our work of that kind. 

Now, there was what was popularly known as the Cooper commit- 
tee in the as ag te of Defense. Of course, you are familiar with 
what Secretary Wilson did in setting up that committee. It was most- 
ly composed of very prominent business and professional men from 
the outside. They were to study the whole fiscal system of the Depart- 
ment of Defense, not only the accounting, but the whole fiscal system 
ind make recommendations to the Secretary of Defense for improve- 
nents of any kind. The General Accounting Office and the Bureau 
of the Budget were very active in participating in that project by 
working with the committee. We in the Treasury Department were 
asked to assign a man full time to that work, but the most that we 
could do was - to make my services available in a liaison and consult- 
ing capacity with the committee. We simply did not have the man- 
power, in view of other important projects nearer home such as the 
central accounting plan, to assign manpower to the committee’s work. 

Mr. Gary. The General Ae ‘counting Office does have men in most of 
the departments working on that ? 


58681—55 6 
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Mr. Cake. Yes, sir. I would say they have them in all agencie 
working with the accounting people. Of course, in some of the smalle; 
ones it may not be a full-time job. 

Speaking again about uniformity, I refer to the new reporting sys. 
tem on receipts and expenditures. Very definitely we have made ay 
improvement by having expenditures on the same basis. I think that 
is quite an improvement. 


CHARGES FOR HANDLING DEPOSITARY RECEIPTS 


Mr. Gary. How are the charges of the Federal Reserve banks ar. 
rived at for handling depositary receipts ? 

Mr. Maxwe xt. Mr. Chairman, prior to July 1, 1954, the charges were 
based on the cost of handling depositary receipts in the Federal Re- 
serve banks. In other words, they have their own cost system, and 
they make charges according to the actual expenditures for this par. 
ticular activity. 

However, the cost last year was around $734,000, and in this year's 
budget we could not see how we could reduce our other activities to 
enable us to still pay the Federal Reserve banks that same amount, 
and carry out our other activities. So, we started negotiating with 
them to see if they could cut their expenses in connection with that 
work, and as a result of correspondence with them and consideration 
by the head of the Government Services Committee and the Federal 
Reserve banks, they agreed to handle the items this year for 11 cents 
per item, which on the basis of their present reports is 1 cent under 
their present cost. It may be that certain changes can be made to re- 
duce their cost to 11 cents, but they have not been able to do that so 
far. At the present time it is an agreement with them as to the charge 
of 11 cents that they will make. By this arrangement, we will save 
about $65,000 in reduced cost in 1956. That agreement was only 
reached in October of this year, which had me somewhat worried be- 
cause we had already gone 3 months into the current fiscal year on the 
old basis. But they agreed to the flat rate for this fiscal year. Since 
the budget estimates for 1956 had to be submitted at that time, we 
projected the same 11-cent figure into 1956 estimates. 

Mr. Gary. That is made with each individual bank ? 

Mr. Maxwe.u. One agreement, covering all banks, was made with 
a committee on fiscal agency operation representing all the Federal 
Reserve banks, made up of presidents and officers of the various 
banks. It is with that group we communicated, and made the 
arrangements. 


BENEFITS OF INTERNAL AUDIT 


Mr. Gary. Now, with regard to the internal audit, you say the first 
report to the Secretary of the Treasury on the results of internal 
auditing in the Treasury for the period July 1 through December 31, 
1953, showed substantial benefits realized under the program. 
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Mr. Maxwetu.. That is right. That is on the departmental level. 
We have one person who checks with the various bureaus of the Treas- 
ury Department to ascertain, first, that they have established a proce- 
dure for internal auditing, and, second, that they are actually making 
progress and that the procedure i is being carried on successfully. 

There have been some instances where these internal audits of the 
various bureaus have disclosed improvements which could be made, 
and which have been placed into effect. Also, the work which these 
internal auditors perform makes it unnecessary for the General 
Accounting Office to cover the same area. 

I think many times there is a misunderstanding as to the relation- 
ship between the General Accounting Office audit and internal audit. 
Some of the people in our own offices feel there is overlapping and 
duplication, but that is not true, because the General Accounting 
Office, in considering the extent of their own examination, consider 
to what extent the agencies are conducting their own internal audit 
program, and if their own internal audit program seems to be success- 
ful and covers the ground thoroughly, the General Accounting Office 
does not cover the same ground; all they do is test to see if we are 
doing the job. That is why I said they are more or less an adjunct. 

Mr. Gary. You said the first report to the Secretary of the Treasury 
on the results of internal auditing in the Treasury showed substantial 
benefits realized, then you said “the two staff members assigned to 
the audit work cannot cope with the magnitude of the task. 

Mr. Maxwetu. What we are really saying is that they cannot cover 
the whole field. The one auditor assigned to the operations of the 
Bureau of Accounts, can only scratch the surface. Last year a part 
of the auditor’s time was spent on appraisal of the Commodity Credit 
Corporation, which does not have any relation to our own internal 
audit. However, during the time he did spend on the Bureau’s opera- 
tions, he turned up some deficiencies in our procedures which we felt 
should be corrected. It is his job to call attention at the top level— 
in this case to me—what the situation is, and he has recommended 
certain improvements which we have put into effect. 

Also, questions have come up in our central account on changes in 
procedure which we need to put into effect to avoid errors in the future. 
The same thing is being done by other bureaus in the Department of 
the Treasury. However, the field is very far from being covered. 
We have only scratched the surface. 


WORKLOAD SCHEDULES 


Mr. Gary. On page 34 of the justifications appear some workload 
schedules relating to the ee of investments, loans, claims, 


collections, and surety bonc 
in the record. 


We will insert that page at this point 





(The statement referred to is as follows :) 


There follows a statement reflecting the number of transactions for this 
activity : 
Number of transactions 


| | 
| | Estinaate Estimate 
» £ € | , ' at 
Actual, 1954 1955 


Investment transactions , 322 2, 400 | 
Loan transactions ; , 339 1, 400 | 
Unemployment trust: | | 
Deposits . , 676 5, 700 
Withdrawals 3, 209 3, 200 
Claims and collections | 
International claims 3, 471 600 5, 600 
All other claims and payments , 044 5, 000 5 On 
Collections and deposits ‘ 2, 340 | 2, 300 2, 30 
Number of accounts : , 154 000 100, 000 
Number of postings — - 718 000 60, 000 
Correspondence, reports, billing ; , 013 , 000 4. OM 
Number of surety bonds 647 57, 000 | 57, 000 
Claims and judgments: 
Certificates of settlement scheduled- 8, 374 9.000 | 9, 000 
Certified claims items 58, 360 5. 000 45, O00 
Number of postings ; ‘a 2, 625 2, 500 2, 50K 


Total 5 i ‘ howe 330, 292 302, 100 | 303, 300 


| Balances of 18,000 inactive savings bonds accounts involving balances of less than $1 carried to ** Mis- 
cellaneous receipts.’”’ 


There follows a statement reflecting the obligations by object class for this 
activity: 
Summary by object class 


Appropria- | Estimate, 


tion base 1956 Increase 





Personal services. ------ _ ‘“ : ‘ $141, 531 $141, 531 
Travel . 96 | 96 
Transportation of things_----- oe ; 390 | 390 
Communication services ‘ 2, 507 2, 507 |-- 
Printing and reproduction sbi : 1, 956 | 1, 956 |_- 
Other contractual services . 1, 15% 1, 152 
Supplies and materials ; 1, 120 1, 120 
Equipment : ‘ . 725 725 


Total obligations 3 149, 477 | 149, 477 


DEPOSITARIES SUPERVISED 


Mr. Gary. On page 36 of the justifications there is a workload sched- 
ule relating to the supervision of Federal depositaries. We will insert 
that schedule in the record at this point. 





5, 600 
5, OW 
2, 30 
00, O00 
60, 00) 
4, OO 


7, OW 
¥, OOD 


45, 000 


2, 50K 


03, 300 


** Mis- 


83 


(The schedule referred to is as follows:) 


Depositaries supervised 


1954 actual | 1955 estimate | 1956 estimate 


Number of depositaries: 
Domestic 
erritorial and foreign - - 

Total. 

\uthorizations end of year: 
rreasurer’s general account _ 
lreasurer’s time account 
Official checking accounts 
sank draft 

cia) security 
Banking facilities: 
Domestie 
Foreign 
Total 


REQUEST FOR INCREASED MANPOWER AND APPROPRIATIONS 


Mr. Gary. Mr. Canfield. 

Mr. Canrretp. Mr. Maxwell, in coming before us today are you 
supporting the budget request that we now have, or are you making a 
plea to this committee for additional manpower and appropriations ? 

Mr. Maxweti. Only for what is requested in these budget estimates. 

Mr. Canrrevp. In the main are they not about the same as the funds 
allowed for the current fiscal year / 

Mr. Maxwe.u. This covers $51,300 more for 1956 than for the cur- 
rent fiscal year—an increase of 11 employees. 

Mr. CANFre.p. I stress that because I did not see wherein the Secre- 
tary of the Treasury or the Under Secretary, in their coverage yester- 
day, made any special appeal for more manpower and more funds for 
the Bureau. 

Mr. Maxwetu. I do not know what he said, but did he not state the 
umount we were asking for? 

Mr. CANFretp. Yes. 

Mr. Maxwetu. There is an increase of $51,300 which has both de- 
partmental and budget approval. 

Mr. Canrretp. Insofar as your Bureau is concerned there was no 
request made during the current fiscal year for supplemental funds? 

Mr. Maxwewu. No, sir, not for this appropriation. 

(Nore.—A supplemental estimate was requested to cover the additional ex- 
pense in the Division of Disbursement on account of the enactment of the Social 
Security Amendments Act of 1954. By increasing the coverage and changing the 
rates of compensation, the Division of Disbursement was required to change its 
iddressograph plates and to make a larger number of payments than was antici- 
mited in the original estimates of 1955. The supplemental amount appropriated 
lor the appropriation “Salaries and expenses, Division of Disbursement” for 
‘his purpose was $350,000. This is later discussed in the statement of the 
Chief Disbursing Officer in justification of the appropriation for the disbursing 
activities, ) 

DELEGATION OF DISBURSING FUNCTION 


Mr. Canrrevp. On page 1 of your statement you refer to a delega- 
tion of the disbursing function and indicate there may be a further 
(lelegation. Will you elaborate on that briefly ¢ 
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Mr. Maxweti. Yes. About a year ago, or a little more than a year 

ago, the question came up as to the poenbility of certain economies if 
the disbursing function were delegated to the agency to be performed 
at the location where their accounts are being maintained. As a 4 
sult, a test was made in Chicago at the Railroad Retirement Board. 
a consequence of that test, delegation was made to them to iene 
their retirement pension pay ments, : and we also will make a delegation 
for the disbursement of unemployment payments when the Railroad 
Retirement Board is ready to take that function. There was an esti- 
mated saving in that case. Our people had some question as to the 
accuracy of the conclusions in the matter, but we were willing to try it 
out and determine whether or not it would result in a saving. 

A further question came up with respect to the Social Sec vurity 
Administration, and in that case arrangements were made and a study 
was made in Birmingham, Ala., to shift the work from the Treasury 
Disbursing Office to the Social Security Administration. 

Also, the same question came up with reference to the Veterans’ 
Administration. In the latter case the problem is still under consid- 
eration. The General Accounting Office and the Veterans’ Admin- 
istration are trying to ascertain just how the procedure would be re- 
vised under a delegated authority to disburse, and I presume that 
procedure will be available for consideration in the near future. 

In the case of the Birmingham transfer, that has been held up. 
One reason it was held up, is that the representative of the Senate 
Appropriations Committee who became interested in the project and 
wanted to be kept informed thereon to which the department agreed, 
asked that action be held up temporarily until he could study the 
proposal further. That was some time before Christmas. Mr. Can- 
non may have more information on the present situation when he 
comes in on his appropriation. 

If there is any saving to the Government, we are anxious to see 
that the saving be effected. However, Mr. Cannon’s reports indicate 
an additional unit cost to the Division of Disbursement because of 
the fact the high speed machines would be transferred to the agencies 
having the larger volume of work, leaving him with the higher unit 
price items. 

That is generally the present status of this program. 


BILLING AND COLLECTING FROM FOREIGN GOVERNMENTS UNDER LEND-LEAS! 
AND SURPLUS PROPERTY AGREEMENTS 


Mr. CanrFieLp. You also have the responsibility of billing and col- 
lecting from foreign governments on lend-lease and surplus property 
accounts ? 

Mr. Maxwe tt. Yes, sir. 

Mr. CanrieLp. What can you tell us about those accounts? 

Mr. Maxwetu. Those accounts are billed in accordance with the 
agreements entered into by the old Lend-Lease Administration and 
its successor organization, now the State Department. We bill an- 
nually or semiannually, according to the agreement, and we make 
collections and credit the foreign governments’ accounts. 

Mr. CanFiep. I believe you have a statement on that for the record, 
do you not? 
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Mr. Maxwett. Yes, sir. I have a statement which shows the 
amounts billed and the amounts which are still due as of December 31, 
1954. 

Mr. CanFrreLp. Is it agreeable, Mr. Chairman, to have that inserted 
in the record at this time as in former years? 

Mr. Gary. Yes, we will insert this statement in the record at this 
oint. 

(The statement referred to is as follows:) 





. RePaTeeela, 
PULLEY 
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Mr. Gary. In addition, will you also insert a statement showing 
total collections over a period of 5 years? 

Mr. Maxwey. Without respect to country ? 

Mr. Gary. Yes; without respect to country. 

Mr. Maxwe.vi. We will be glad to furnish that. 


Collections under lend-lease and surplus-property agreements, fiscal years 193/ 
to 1954, inclusive 


Fiseal year: Amount collected | Fiscal year—Con. Amount collecte) 
1950 $34, 484, 201 1953. _..----— $70, 906, 34 
46, 631, 233 
64, 099, 338 
Mr. CanFievp. Off the record. 
(Discussion off the record.) 


LIQUIDATION OF FEDERAL AGENCIES 


Mr. Canrretp. Mr. Maxwell, you also had to do in yesteryear wit) 
the various Federal agencies that were being liqudated. 

Mr. MAxwe tw. Yes, sir. 

Mr. Canrretp. Has the Federal Facilities Corporation come into 
that picture now ? 

Mr. Maxwe.y. No; the Federal Facilities Corporation handles some 
of the work formerly performed by the Reconstruction Finance Cor- 
poration, such as rubber production and items like that. The RFC: 
work is being liquidated separately in the Treasury Department under 
Assistant Sec retary Robbins, so the Bureau of Accounts has no re- 
sponsibility for that at the present time. 

Mr. Canrireip. That comes under an entirely different appropria- 
tion? 

Mr. Maxwetu. Yes, sir; a different appropriation and a different 
organization. 

Mr. Canrtevp. Are you liquidating any agency? 

Mr. Maxwe wt. Well, we still have the Philippine War Damage 
Administration. As you recall, we started that 4 years ago and 
thought it would be finished in 6 months, but we are still wetting 
correspondence on it. We average 250 letters a month. We hope to 
be able to clear that up before the end of the year. That is our hope, 
anyway. 

DAILY TREASURY STATEMENT 


Mr. Canrrevp. Has there been any change in the Daily Treasury 
Statement this past year? 

Mr. aes Yes, sir. We have made a material change in that 
statement, Mr. Canfield, and I think a very important improvement. 
The Daily Treasury Statement as it is now published relates only to 
cash deposits and withdrawals in the Treasurer’s account. Prior to 
February 17 of this last year, the Daily Treasury Statement was the 
vehicle for publishing receipts and expenditures reflecting the budget 
surplus or deficit. Beginning on that date, it no longer stated budge! 
results, but stated only ¢ cash receipts and payments. 
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MONTHLY TREASURY STATEMENT 


Ilowever, we have added a new statement, the Monthly Treasury 
Statement, which Mr, Cake mentioned, which is now the basis for the 
deter mination of the Federal budget’s surplus or deficit. This new 
statement is based on monthly reports we receive from the various 
agencies, and that is the reason we need uniformity in reporting so 
that we can bring the figures together on the same basis. That is also 
the reason why we w ant to tie this report in with the cash withdrawals 
in the Treasurer’s account so that the figures reported by the various 
agencies can be tied in with the cash. 

The agreement under which this statement was established was 
entered into by the Secretary of the Treasury, the Comptroller Gen- 
eral of the United States, and the Director of the Bureau of the 
Budget. 

I do not know if you would be interested in it, Mr. Chairman, but 
id here a copy of the agreement of October 5, 1953, which estab- 
lishes the new Monthly Treasury Statement. 

I might say further, Mr. Canfield, we are trying to get this state- 
ment in exact agreement with the budget document and with the 
combined statement. We publish a 1: 3th statement each year which 
sives the final figures. This is the first year when the net expenditures 
tie in with the figures i in the budget document. There are differences 
yet to be ironed ‘out on gross figures which we will have to do in the 
future. 


PROPOSAL TO IMPROVE RECEIPT AND EXPENDITURE REPORTS 


Mr. Gary. Do you want to put that in the record, Mr. Canfield ? 

Mr. Canrtetp. Mr. Chairman, if there is no objection I would like 
to have inserted in the record at this point this proposal to improve 
the receipt and expenditure reports of the Federal Government, sub- 
mitted by Mr. Maxwell. 

Mr. Gary. And signed by 

Mr. CANFIELD. Signed by the Secretary of the Treasury, the Diree- 
- of the Bureau of the Budget, and the Comptroller General of the 

United States. 

Mr. Gary. Without objection it will be inserted in the record at 
this point. 

(The document referred to is as follows:) 


A ProposaLt To IMPROVE THE RECEIPT AND EXPENDITURE REPORTS OF THE FEDERAL 
FOVERN MENT 


A. BACKGROUND 


This proposal was developed as another major step in achieving the objectives 
ifthe joint accounting improvement program and in carrying out the policy laid 
ine by the Congress in the Budget and Accounting Procedures Act of 1950: 
namely, that the accounting of the Government provide full disclosure of the 
results of financial operations and adequate financial information needed in the 
management of operations and the formulation and execution of the budget. 
More specifically, the recommendations presented herein are designed to improve 
the consistency, presentation, and usefulness of receipt and expenditure data and 
thereby capitalize on the simplifications and improvements in agency-Treasury 
relationships achieved under the joint accounting program in the accounting for 
cash transactions, 
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In the absence of a well conceived overall accounting plan, several series of 
receipt and expenditure data were developed to meet the varying situations 
arising over the years. These data were derived on different bases and froy 
different sources. However, because of the similiarity of coverage, the distinc 
tions between the several series are not generally understood and, accordingly, 
confusion has resulted. 


B. PURPOSE FOR WHICH DATA ARE NEEDED 


Within the Government the daily cash income and outgo is one of the basic 
factors in determining financing requirements. However, a classification of 
transactions by sources and by appropriations and funds, together with signif 
cant summaries, on a less frequent but timely basis, is essential for budget admin- 
istration. This is particularly so when emphasis is being placed upon contro! 
of expenditures as well as the incurring of obligations. In addition, the accumu. 
lation of receipt and expenditure data is required for historical and comparative 
purposes in reporting upon the results of the financial operations of the Gov- 
ernment in such documents as the Combined Statement of Receipts, Expenditures, 
and Balances and The Budget, as well as for the furnishing of special reports 
to congressional committees. Moreover, many others in Government depend 
in part on these several presentations of data in carrying out their respective 
functions. 

The public, of course, has a great interest in timely data reflecting Govern. 
ment financial activities. Here, again, varying purposes are served by the sey- 
eral presentations of data. One group is primarily concerned with the overall 
effect of receipts and expenditures, while others are concerned with particular 
segments of the total, such as foreign aid. 

Over the years, a figure characterized as “budget surplus or deficit” has 
become a widely used yardstick in gaging the significance of the financial opera- 
tions of the Government. . 

Because of the varied uses to which receipt and expenditure data are pu 
by different groups, it is obvious that no one all-purpose presentation either as to 
time periods or as to the detail of classification can effectively serve all groups. 
However, it seems obvious that such data should be presented on a consistent 
basis with due regard to timeliness balanced wtih accounting preciseness and 
economy of operations. 


C. RECOMMENDED PROGRAM 


The following recommendations deal with the steps necessary to obtair 
monthly a cumulative classification of receipts and expenditures. They are 
designed to give full recognition to the varying needs of the several groups 
which use these data and to arrive at a balance between the need for timely 
data classified to the extent necessary to serve its intended purpose and the 
practical limitations involved in obtaining the data. Further, there will be an 
integration of agency-Treasury data on the common ground of accounting for 
cash transactions and the budget results will be susceptible of reconciliation 
with transactions affecting the cash balance in the Treasury and the outstand 
ing public debt, after taking into consideration such items as outstanding checks. 
undeposited collections, deposits in transit, etc. In this connection, Treas 
ury will develop the necessary reporting requirements. The General Account 
ing Office will prescribe the necessary accounting requirements and collaborate 
with the Treasury and the individual] agencies in order to develop the necessary 
procedures. 

These recommendations do not deal with the needs for data on cash income 
and outgo except to the extent which they touch upon practices now followed 
in the publication of such data. 

1, Receipts.—Reports will be based upon present practices, i. e., collections 
or confirmed deposits. Efforts should be continued to convert all activities to 2 
collection basis in the interests of improved reporting. 

2. Exrpenditures.—Reports will be based upon payments made, i. e., checks 
issued and cash disbursements. In those cases where the disbursing function is 
performed by the Treasury, the data will be furnished from Treasury accounts 
In the case of Defense, data will be taken from the accounts of the respective 
services. Government corporations and others performing their own disbursing 
function will, likewise, furnish the data from their accounts. 
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In the interest of obtaining timely and reasonably complete data, estimates 
will be employed to a very limited extent in monthly reports with the data 
adjusted to actual at the yearend. 

3. Budget surplus or deficit—The data used to arrive at the budget surplus or 
deficit will be on a collections or confirmed deposit and payments made basis 
and will be the same data referred to in discussing receipts and expenditures 
above. In order to arrive at this figure, an appropriate classification must neces- 
sarily be made between budget and nonbudget items. As a practical matter, this 
classification can only be obtained monthly in Defense. 

4. Correlated use df data.—The following discussion is for the purpose of indi- 
cating the nature and relationship of the several presentations contemplated. 

(a) Summary report of receipts and expenditures.—A summary showing classi- 
fied receipts and expenditures and the resulting budget surplus or deficit, based 
upon the reports compiled under this proposal, will be published regularly by 
the Treasury Department as of the end of each month. This report will be 
released as part of the Daily Treasury Statement on the 15th of the month follow- 
ing the close of the month for which the report is made. These data will serve 
to inform top management of the Government of results for the prior month. 
The extent of the detail as to classification by appropriation and fund or sum- 
maries thereof, will be subject to needs but, as a practical matter, only major 
totals will be included for Defense transactions. The initial June 30 report each 
year, including a preliminary figure for budget surplus or deficit, will be recog- 
nized as preliminary and a final report will be rendered reflecting adjustments 
required for year-end preciseness in the historical accumulations discussed below. 

(0) Report on status of appropriation accounts.—These reports, by appropria- 
tion and fund, will continue to be required of the agencies as heretofore, i. e., not 
ater than 20 days after the end of the month. The receipt and expenditure data 
will agree in total with the summary data described above but, in some instances, 
an “undistributed” category may be used for reporting purposes where a detail 
classification is not available, e. g., for estimated amounts included in the ex- 
penditure total. In relation to the total, the “undistributed” category will not 
be significant. 

(c) Combined Statement of Receipts, Expenditures, and Balances.—This an- 
nual publication by the Treasury will contain data accumulated for the fiscal 
year on a final basis, and will continue to be recognized as the official historical 
vecumulation of receipt and expenditure data. 

(d) The budget.—The receipt and expenditure data included will be in agree- 
ment with the official historical accumulation described in the preceding para- 
graph. This will avoid the annual arbitrary adjustment to the Daily Treasury 
Statement basis, which has been the practice in the past. 

(ec) Special reports by Treasury.—Data released currently to congressional 
committees and others throughout the year on receipts and expenditures (e. g., 
data furnished Joint Committee on Reduction of Nonessential Federal Expendi- 
tures, commonly referred to as the Byrd report) will be in agreement with data 
used in the Summary Report of Receipts and Expenditures described above. 

(f) Daily Treasury Statement.—Although this proposal does not include rec- 
ommendations as to specific changes in existing practices with respect to format, 
timing, ete., of data to be published in the Daily Statement of the United States 
Treasury, it does include the following points: 

(1) Data available on a daily basis will not include a classification as to budget 
versus nonbudget transactions but will include data reflecting total cash income 
and outgo of the Treasury. Classified receipts and expenditures and the re- 
sulting budget surplus or deficit will be released as a part of the Daily Treasury 
Statement on the 15th of each month following the close of the month for which 
the report is made. 

(2) To the extent that the daily publication may include a classification of 
cash income and outgo, it should be a classification that can be obtained from 
Treasury sources, it should be recognized as a separate series of data, and it 
shonld be understood that such a classification will not provide the controlling 
totals for receipt and expenditure data contained in the combined state- 
lent, the budget document, or other special reports. 

». General Accounting Office audit.—In carrying out his audit responsibilities 
to the Congress under the Budget and Accounting Procedures Act of 1950, the 
Comptroller General determines the effectiveness with which an agency has dis- 
charged its financial responsibilities. Among the financial responsibilities of an 
agency is the rendering of reports to the Treasury Department under the 
provisions of section 114 (a) of the act referred to above. Accordingly, the 
reliability of the data submitted to the Treasury under this proposal will be 
tested by the General Accounting Office in the course of its audit activities. 





Copies of reports reflecting its findings will be furnished to the agency and the 
Treasury. 

Approval of the foregoing recommendations at this time will permit work 
to proceed in the further development and installation of the reporting practices 
proposed. Questions which may arise will be resolved in a manner consistent 
with the guidelines set. forth above. 

Recommended program approved: 

G. M. HUMPHREY, 
Secretary of the Treasury. 
JOSEPH M. DopaGE, 
Director, Bureau of the Budget. 
LINDSAY C. WARREN, 
Comptroller General of the United States. 


REDUCTION IN PERSON NEL 


Mr. Canrrevp. Mr. Maxwell, what was the reduction in employees 
in the Bureau of Accounts over the present fiscal year? 

Mr. Maxwe.u. It was reduced from 386, the average number of em- 
ployees in 1954, to 363 in 1955, 

Mr. Canrtevp. That is all. 

Mr. Gary. Mr. Sieminski. 


AUTOMATION 


Mr. Sremrnskr. Mr. Maxwell, has the principle of automation—I 
believe. that is spelled a-u-t-o-m-a-t-i-o-n—being used in the automo- 
bile industry to cut down hours, made any dent in your Bureau’ 
Ford is using it. It is cutting one operation from 25 hours to 3 hours. 
It is a mechanical hands and brain combination. It sorts a does 
about everything except throw the switch. 

Mr. Maxwe wu. There is an electronic machine which we have been 
investigating. anmeeene companies have different names for their 
equipment, but we are considering a machine which will write checks 
equivalent to aceil 225 typists a day. We have machines now that 
will turn out 25,000 checks a day, but this electronic machine will turn 
out approximately 200,000 checks a day. 

Mr. Gary. That is in the field of disbursements ? 

Mr. Maxwe t. Yes, sir. 

Mr. Steminski. Are we not on that, sir? 

Mr. Gary. We take up disbursements later on. 

Mr. Sreminsxki. Off the record. 

(Discussion off the record.) 

Mr. Sreminskt. May I ask that my question may be put in the 
proper order? Iam sorry. 

Mr. Gary. I think we can just let it stay there, but I wanted to 
bring out the fact it relates to the disbursement end. 

Mr. Steminsxt. No further questions. My question was addressed 
to the operation of automation and its effect on the Bureau. It was 
in order. 

Mr. Mvurray. Off the record. 

( Discussion off the record.) 


ADEQUACY OF BUDGET FOR 1956 


Mr. Murray. The thing I was disconcerted a little bit about, I notice 
in your statement that you found that under the present appropriation 
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vou were not able to perform certain of the functions that were 
delegated to you either by legislation or by administrative decisions ; 
and | was wondering whether, under the present appropriation, you 
feel you will be able to complete that ? 

Mr. Maxwe.i. You mean under the appropriation requested for 
1956 ¢ 

Mr. Murray. Yes under the present requested appropriation. 

Mr. Maxwe ct. | think the appropriation requested for 1956 will 
vo a long way toward accomplishing the result of tying the two 
inancial reports together in Mr. Gearhart’s area. Of course, this is 
an estimate and you cannot tell until you get into it how many people 
you will need. Conversion periods usually take more people. But 
we feel that this will be a long step—whether it will cover everything 
ay be somewhat of a question—but we think at least we can cover 
the major objectives with these seven people requested for that 
Tunction, 


INTERNAL AUDIT 


Of course, what we do in the internal audit field is more or less a 
siving for the General Accounting Office, because if we cover the 
ield thoroughly, it is not necessary for them to go over the same 
eld. We ask for only one additional auditor at this time. We hope 
we will be able to cover the major operations of the Bureau, and if 
we find the internal controls are properly established, one additional 
person will probably be enough. At least that is all we think we ought 
toask for at the moment. 

Mr. Murray. My actual point was particularly in connection with 
the internal audit, because, to my mind, an internal audit actually 
results In an eventual saving to a department. 

Mr. Maxwe.. It should. 

Mr. Murray. Actually, the responsibility for internal audit has 
ilready been imposed by a congressional act, the Budget and Account- 
ug Procedure Act, so it seems to me either you have to be in a position 
\o perform the internal audit as it ought to be performed, or else the 
act providing for the audit ought to be repealed. It ought to be one 
or the other. 

Mr. Maxweut. My personal opinion is that the head of a depart- 
ent ought to have the management tools so that he can be certain 
lls own Operations are being carried out the way they ought to be 
carried out, and the larger the operation the more important the 
ternal audit becomes. The internal auditor is the gentleman whose 
‘luty it is to keep the top men informed that the accounting and fiscal 
procedures and other requirements are being carried out, and also to 
wsure them they are being carried out economically and to point out 
places where there might be opportunities for economies. With that 
function in mind, I feel the internal audit is very important, particu- 
larly for the larger bureaus. In the smaller bureaus where the bureau 
iead can keep his finger on all operations, it is not so important. 

Mr. Murray. As it stands now, is it not a fact that you are required 
to conduct internal audits? 

Mr. Maxwetu. Yes, sir; that is right. 

Mr. Murray. Do you believe that the General Accounting Office 
ssufliciently carrying out that function ? 
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Mr. Maxwe tu. Of course the General Accounting Office has what 
they call external auditors. They come in as outside auditors to look 
at, our work, and they have covered some of the phases of our work, 
Some offices they have not yet covered. 

Mr. Murray. The point I am trying to arrive at is, as I understand, 
the function that you are performing now is not an internal audit, 
All it is is an examination of records and an examination of state. 
ments prepared by the different divisions, and I am just wondering 
whether, in your estimate for the coming year, you have included 
any amounts to conduct an internal audit as you feel it should be 
conducted ? 

Mr. Maxwetv. Of course, ‘we have covered only a small portion of 
the Bureau’s operation, but the audit we do make we cover thoroughly. 
First, the auditor checks the procedures of a particular activity to 
see that the procedures are appropriate; and if they are, it is not 
necessary to follow it up again except per haps the next year to see if 
there has been achange. We had one instance where the internal audi- 
tor was doubtful that there was sufficient internal control. So he felt 
it incumbent on himself to check in more detail, which he did, and he 
found some matters we did not know about and will have to take 
appropriate steps to see that corrective action is taken. 


PERSONNEL FOR INTERNAL AUDIT 


Mr. Murray. Do you have any estimate of how many persons your 
Bureau would need to conduct an internal audit such as is contem- 
plated by the Budget and Accounting Procedure Act? 

Mr. MaxweEL.. The Secretary hes delegated the responsibility to 
the head of each bureau and each bureau head is responsible for 
establishing his own internal audit procedure under the Bureau of 
Accounts. The Internal Revenue Service, for example, has estab- 
lished a very good organization to make their internal audit. I think 
every bureau in the Treasury has done that except possibly two. 
One is a small organization that has not yet done so and another is in 
the process of establishing their audit organization. 

Tn the Bureau of Accounts we are asking for this additional em- 
ployee to be sure the Bureau of Accounts in its own operations is 
following the proper procedures. We have already picked up some 
things which we would not have known about if the internal auditor 
had not reviewed the operations. 


SAVINGS THROUGH INTERNAL AUDIT 


Mr. Murray. Did those things result in a saving? 

Mr. Maxwe vy. Not a saving. It means correcting procedures s0 
that we do not make errors in the future. 

Mr. Murray. Would you not say that the savings you achieve by 
failing to provide the internal audit contemplated by the Budget and 
Accounting Procedure Act are actually fictitious savings because you 
could actually save more by conducting a thorough internal audit; 
is that correct ? 

Mr. Maxwewi. The savings which an internal audit may make 
depend on what opportunities exist for savings. If there are none, 
the internal auditor can recommend none. If there are opportunities 
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for savings, he should be able to suggest them and propose to put them 
into effect. 

As one example, if an internal auditor sees an empty truck standing 
at a loading platform with the motor running, he could suggest a sav- 
ing by turning off the motor. That tends to economy, but if he does 
not see such an opportunity for a saving he cannot recommend any. 

Just having him around has a psychological effect, I think. 

Mr. Murray. On page 15 you say, referring to the audit staff— 

In order that this staff may more effectively perform the internal audit functions 
delegated by the Secretary of the Treasury, it is requested that one additional 
auditor (GS-13), $8,360 per annum be authorized for the fiscal year 1956. 

Mr. Maxwetu. That is right. 

Mr. Gary. In addition each bureau has its own internal audit. 
You have internal audits in the Internal Revenue Service and in the 
Coast Guard, and those various departments have improved their 
whole accounting systems recently. ‘The Coast Guard has put in a new 
system. Has the Internal Revenue Service completed their system, 
or are they still working on it? 

Mr. Maxwe wu. They eve an organization that is actually function- 
ing, and very well, I think, to the extent they can obtain qualified 
personnel, 

Mr. Murray. I understand that, but I understand from the state- 
ment the internal audit is not now being conducted as I think the 
Budget and Accounting Procedure Act contemplates an internal audit 
should be conducted. 

Mr. Gary. He was speaking about the Bureau of Accounts rather 
than the whole Department. ‘To put in an internal audit system in 
the whole Department would require a very large force, but he has 
indicated what he thinks necessary to put in an internal audit system 
just in his Bureau of Accounts. 

Mr. Murray. Then the question of an internal audit with respect 
tothe other bureaus is not within your jurisdiction ? 

Mr. Maxweu. No, not the direction of their internal audit, nor are 
the estimates for the other bureaus for internal audit work. If the 
other bureaus in the Treasury Department believe they need additional 
auditors, they would place the item in their budget estimates of their 
own appropriations. 

Mr. Murray. Do you think this one man would make the audits 
contemplated by the Budget and Accounting Procedure Act? 

Mr. Maxwett. The additional auditor probably will not get around 
more than once in 18 months. Experience will probably tell us, after 
we have tried, if that is sufficient. We hope to see what we can do 
with one additional person. 

Mr. Murray. With‘one man all you do is examine reports? 


DEPARTMENTAL AND BUREAU PHASES OF INTERNAL AUDIT 


Mr. Maxweu. Let me clarify one thing, sir. We may be talking 
about two different matters. We really have two phases of internal 
audit in the Treasury. 

We have the departmental internal audit phase and the bureau 
phase. The Secretary has delegated the actual responsibility to the 
head of each bureau to see that they carry on their own internal audit. 


58681—55——_7 
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But the Secretary, under the law, is responsible, and even though he 
has delegated the responsibility to the heads of the bureaus, he should 
see that they are actually performing that work. He has delegate 
to the Bureau of Accounts the followup with each bureau to be sure 
they are following the law. We have one person at this departmental 
level. He gets reports from the various bureaus and reviews them— 
and talks to the bureau auditors—checks with them to see what kind 
of internal audit system they have in each bureau. 

We have another person who spends his time on the Bureau of 
Accounts only. The first person is on a departmental level but the 
other person represents me in my own Bureau. 

Mr. Murray. That is what I was trying to arrive at. In your func. 
tion as supervisor or alter ego of the Department of the Treasury, 
insofar as conducting an internal audit, do you have sufficient per- 
sonnel to carry out that function ? 

Mr. Maxwe tt. No, sir. One person cannot do a complete job. 

Mr. Gary. But he is not supposed to do that. 

Mr. Murray. I understand his function. My point is, if you have 
not money enough at the top level to see that the job is done, hov 
is it conceivable you have it at the lower level ? 

Mr. Maxwe.t. About the only thing that one person can do is go 
around to the various bureaus and ascertain what progress they are 
making, see their plans, that their plans meet minimum standards, and 
that they have established policies for internal audits. He meets with 
the internal auditors from the various bureaus twice a year to discuss 
mutual internal-audit problems. That is about as much as one person 
‘an do in coordinating the work at the departmental level. 

In the case of my own organization I want the Bureau internal 
auditor to actually look at the records and procedures and controls of 
the Bureau of Accounts, and that is a little different situation from 
the first. 

WORK BACKLOG 


Mr. Murray. In these other places where you have developed : 
backlog of work, do you contemplate you will be able to complete that 
backlog with the present appropriation so that it will not increas 
during the next period ¢ 

Mr. Maxweu. We hope we can. We have tried to streamline some 
of the correspondence of the Philippine War Damage Administratio: 
by using form letters, and we are trying out the mail-order-houe 
method of retur ning correspondence with our answers to avoid filing 
and expedite the cor rrespondence. We hope to catch up by the end of 
the year. We have made some progress. But we are not asking fo 
additional personnel for that purpose. 

Mr. Murray. You hope you will be able to steeples that backlog s0 
that the next time we will not be faced with an accumulation of work 
that actually belongs in another period ¢ 

Mr. Maxwe tt. That is our hope, and I think our people are coope'- 
ating to the fullest extent. 

Mr. Murray. That is all. 

Mr. Gary. We will now take up the Division of Disbursement. 
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Division oF DIsBURSEMENT 


SALARIES AND EXPENSES 


Amounts available for obligation 


(Balances for June 30, 1954, are as certified under sec. 


1311, Public Law 663) 





| 
1954 actual 


$15, 800, 000 | 





Appropriation or estimate 

Transferred to ‘‘Salaries and expenses, Bureau of Accounts, 
Treasury,’’ pursuant to Reorganization Plan No. 26 of 1950 —860, 000 

Adjusted appropriation or estimate __-_-. 


Reimbursements from other accounts... 678, 395 


Total available for obligation 
Unobligated balance, estimated savings_- 


15, 618, 395 


Obligations incurred 





Obligations by activities 


Description 1954 actual 


14, 940, 000 | 


—250, 580 


15, 367, 815 | 


| 1955 estimate 


$14, 850, 000 


14, 850, 000 | 
429, 204 | 


15, 279, 204 


15, 279, 204 


1955 estimate | 


Direct Obligations 


. Processing payments . 4 
. Issuance of savings bonds... .____- 


Total direct obligations -__-.___--_-- 
Obligations Payable Out of Reimbursements From Other Accounts 


1, FORO i iiss Shes ie tioncssun codenasceaen 678 


$14, 369, 911 | 
319, 509 | 


14, 689, 420 


. » 395 | 


$14, 566, 323 
283, 67 


14, 850, 000 | 


429, 204 | 


Obligations incurred “15, 367, 815 


15, 279, 204 


1956 estimate 


$15, 575, 000 


15, . B75, 000 
405, 157 


15, 980, 15 


15, 980, 157 


1956 estimate 


$15, 293, 300 
Bi. 700 


15, , 575, 000 


405, 157 


15, 980, 15 
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Obligations by objects 


Object classification 1954 actual | 1955 estimate | 1956 estimat, 


Summary of Personal Services 


2, 199 

185 
2, 286 
2, 192 


2, 052 | 
206 | 

2,170 

2,102 | 


Total number of permanent positions 
Full-time equivalent of all other positions__- 
Average number of all employees_ - - 
Number of employees at end of year-- 


Average salaries and grades: 
General schedule grades: 
Average Salary 


$3, 530 
Average grade___ 


GS-34 


Personal service obligations: 
Permanent positions 
Positions other than permanent_. 
Regular pay in excess of 52-weak base 
Payment above basic rates. 


$7, 418, 107 
518, 298 

22, 130 

29, 696 


$6, 943, 807 
569, 129 

21, 254 

35, 005 


$7, 286, 589 
404, 65) 
23, 00] 
35, 005 


7, 749, 238 


7, 988, 231 7, 569, 195 


Total personal service obligations- 


Direct Obligations 


Personal services 
Travel... 
Transportation of things 


7, 321, 513 
26, 000 
79, 483 


7, 516, 543 
26, 000 
80, 000 


Communication services 5, 003, 003 
Rents and utility services: 
Space 
Equipment 
Printing and reproduction 
Purchase of blank checks 
Other contractual services 
Supplies and materials 
Equipment 
Refunds, awards, and indemnities 
Taxes and assessments... 


5, 605, 660 6, 130, 952 

1, 883 | 
233, 532 
69, 767 
508, 340 
50, 534 
717, 514 
353, 229 
1, 989 
24, 623 


2, 604 | 
249, 028 | 
69, 380 | 
532, 256 
72, 586 
715, 690 
153, 200 


2, 604 
268, 205 
69, 38 
563, 708 
80, 322 
815, 686 
2, 200 


"19, 400 


_, 575 0, JOO 


22, 600 


14, 850, 000 | 


Total direct obligations - _--_-- 


14, 689, 420 


Obligations Payable Out of Reimbursements From Other Accounts | 
370, 030 
1, 174 

2, 300 
221, 610 
8, 139 
2, 300 | 
23, 768 
2,101 
31, 586 
8, 897 
84 

6, 406 


247, 682 
1, 000 | 
1, 517 | 

135, 939 129, 433 
4,812 4,812 
1, 620 1, 553 

11, 830 | 11, 497 
1,772 1, 754 

13, 832 12, 913 
5, 800 


01 Pe rsoné al services_..._.- 
02 
03 
04 
05 
06 


232, 695 

1,000 
Transport: ation of things 1. 400 
Communication services 
Rents and utility services: 
Printing and reproduction - 

Purchase of blank checks_-- 
Other contractual services 
Supplies and materials___ 
Equipment bie 
Refunds, awards, and indemnities_-. 
Taxes and assessments-__-_--- 


Equipment 


07 
08 
09 
13 
15 








3, 400 | 


Total obligations payable out of reimbursements from 


1 
other accounts_.....-- 


67 8, 395 _ 405, 157 


"45, 980, 157 


429, 204 | 


15, 279, 204 | 


15, 367, 815 





Obligations incurred 
Analysis of expenditures 


1311, Public Law 663) 


(Balances for June 30, 1954, are as certified under sec. 


1954 actual | 1955 estimate | 1956 estimate 


$1, 095, 305 | 
15, 367, 815 
16, 463, 120 | 
’ 783 
ona "395 
—2, 660, 896 | 


13, 095, 046 iE 44, 615 5, 845 fo 15, 646 

Expenditures are distributed as follows: | 
Out of current authorizations_. pee ; -| 12, 036, 079 
Out of prior authorizations__- — ; ae 1, 058, 967 





$2, 660, 896 | 
15, 279, 204 | 


18, 875, 208 


$2, 895, 051 
15, 980, 157 


Obligated balance brought forward 
Obligations incurred during the year---- 


17, 940, 100 | | 
Adjustment in obligations of prior years _ 
Reimbursements 


oo — 405, 157 
Obligated balance carried forward - - - 


"429, 204 . f 
—2, 823, 110 


—2, 895, 051 


Total expenditures_.-.__- Suir heh eulie 


11, 954, 949 ) 


12, 751, 8”) 
2, 660, 896 | 


2, 895, 051 


| 





$3, 530 


GS-34 


286, 582 
404, 65 
23, 00] 
35, 005 


749, 238 


516, 543 
26, 000 
80, 000 

130, 952 


2, 604 
268, 205 


19, » 400 


575, 000 


232, 695 
1,000 

1, 400 
129, 433 
4, 812 

L. 553 
11, 497 
1,754 
12, 913 
5, 100 


980, 157 


stimate 


, 895, 051 
, 980, 157 


, 875, 208 


, 646, 441 
4 751 i RY) 
), 895, 051 


—— 
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Mr. Gary. Mr. Cannon, Mr. Canfield, and I have expressed our re- 
grets in the record over the retirement of Mr. Banning, and commented 
on the excellent job he did in this Division. I am very glad that his 
assistant has taken over, and I am certain that with the tr alning you 
have received under him you are well schooled for the task. We cer- 
tainly hope and believe that you will continue to operate the Division 
with the same high standards of economy and efficiency. 

We will be very glad to hear from you at this time. 

Mr. Cannon. Thank you. I sincerely hope I can measure up to 
your expectation. May T read my statement ? 

’ Mr. Gary. Yes. 


GENERAL STATEMENT 


Mr. Cannon. It is a pleasure and a privilege for me to appear 
before this committee and report on the activities of the Division of 
Disbursement. This is my first appearance as Chief Disbursing 
Officer. Before passing on to my regular statement, I would like 
to pause briefly to pay my respects to a distinguished public servant, 
Paul Darrell Banning, who retired as Chief. Disbursing Officer on 
June 30,1954, Those of us who were privileged to be associated with 
him know that he yielded to no one in his zeal to improve Government 
service and reduce Government expenditures. It will not be easy for 
me to fill Mr. Banning’s shoes, but I will do my utmost to continue 
the policies which he inaugurated and which contributed so greatly to 
the Division’s record of economy and efficiency. 


FUNCTIONS AND ORGANIZATION 


The Division of Disbursement was created by Executive Order 6166, 
dated June 10, 1933, which became law under the provisions of Re- 
organization Act of 1933 (48 Stat. 16). Through its 26 regional offices 
the Division performs the functions of disbursement and issuance of 
United States savings bonds for more than 1,300 separate United 
States Government offices throughout the United States and Terri- 
tories and the Philippines. In addition, the Division of Disburse- 
ment exercises technical supervision over the disbur sing operations of 
United States disbursing officers stationed at embassies and consulates 
in all foreign countries and serves as the focal point in arranging for 
foreign disbursing s service for all agencies of the United States Gov- 
ernment, except for regular foreign ‘establishments of the Department 
of Defense. 

Under a delegation of authority from the Secretary of the Treasury 
the Division also issues substitute checks to replace lost, stolen, de- 
stroyed, and mutilated checks for all disbursing officers of the United 
States. This function is covered by Public Law 243, 79th Congress 
(09 Stat. 592). 

In all of the regional offices the procedures followed and the types 
of equipment used are virtually uniform. A cost-accounting system 
is used to determine the unit cost of each operation performed in 
processing checks and savings bonds. The costs thereby developed 
are used by management for the purpose of (1) comparing the cost 
of similar oper ations in the various regional offices; (2) pointing out 
areas which require special attention in order to improve efficiency 
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of operations and reduce costs; (3) determining minimum personnel 
requirements in the regional disbursing offices; and (4) general ap- 
praisal of the results of the Division’s operations. 

In presenting the appropriation estimates each year, it is the practice 
to touch briefly on the expenditures for the latest completed year, 
1954, the anticipated expenditures for the current year, 1955, and the 
estimated requirements for the ensuing year, 1956. 


APPROPRIATION FOR FISCAL YEAR 1954 


In the fiscal year 1954 we were once again successful in reducing 
the unit cost for checks and the number of employees required to do 
the work. The Division, after transferring $860,000 to the Division 
of Central Accounts under the appropriation “Salaries and expenses, 
Bureau of Accounts, 1954,” as provided under Treasury Order No. 164, 
dated December 12, 1952, had an appropriation of $14,940,000. In 
addition, the Division received $678,395 as reimbursement from the 
two transfer agencies served, i. e., Railroad Retirement Board and 
agricultural conservation program, Department of Agriculture. This 
made a total of $15,618,395 available for 1954. In that year we 
handled nearly 207 million items at a cost of $15,367,815, including 
$5,129,719 paid to reimburse the Post Office Department for postage. 
Excluding postage, which is a fixed charge and which has no relation 
to the cost of preparing checks, our total cost for processing 207 million 
items in 1954 was $10,238,096, or an average unit cost of about 4.9 cents. 
This represents a reduction of one-half cent per check under the unit 
cost in 1953, and is the lowest unit cost ever attained by the Division 
of Disbursement. In 1954 we reduced the force from 2,523 to 2,286 
employees, a reduction of 237 employees, despite an increase in work 
volume of more than 7 million items over 1953. 

Mr. Chairman, so that your committee may consider the appropria- 
tion request for 1956 in relation to prior years, I have here a com- 
parative statement which shows for each year from 1947 through 1956, 
the number of payments and savings bonds, the funds expended for 
the work, and the average unit cost. Subject to your approval, it is 
suggested that the statement be inserted in the record. 

Mr. Gary. Without objection the statement will be inserted in the 
record at this point. 

(The statement referred to'is as follows :) 


Total work volume, total cost, penalty mail cost and processing unit cost 


Reimburse- J | 
ae Total cost | ment for re 
| postage 


| Number of 


> rei 
Fiscal year Processing 


unit cost 








1947 actual .............-.-------.| 172,488,422 | $11,002,370 $11, 002, 370 $0. 0638 


1948 actual 


EE kis sbemneca 


1950 actual 

1951 actual _-_. 
1952 actual __. 
1953 actual... 


ed a ae 
nn abe 


1956 estimate 


171, 555, 651 | 
183, 925, 581 | 
198, 097, 940 | 


188, 027, 401 
198, 120, 498 


199, 600, 630 | 
206, 978, 202 | 


204, 483, 900 
221, 673, 000 





10, 034, 622 
11, 215, 534 
11) 955.053 | 
11, 600, 042 | 
12, 682. 749 
10, 818, 617 
15, 367, 815 | 
15, 279, 204 | 
15, 980, 157 


$5, 129, 719 
5, 646, 599 
6, 164, 985 





10, 034, 622 | 


11, 215, 534 


11, 955, 053 | 


3 

11, 600, 042 
12, 682, 749 
10, 818, 617 
10, 238, 096 
9, 632, 605 

9, 815, 172 





. 0585 
. 0610 
. 0608 
. 0617 
. 0600 
. O58 
. 0495 
, 0471 
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APPROPRIATION FOR THE FISCAL YEAR 1955 


Mr. Cannon. For the current year 1955, the Division has an appro- 
priation of $14,850,000, which includes a supplemental appropriation 
of $350,000 received during the closing days of the 83d Congress to 
cover certain increased costs resulting from the social security amend- 
ments of 1954. In addition we expect to receive reimbursement of 
$429,204, from the two transfer agencies previously mentioned, mak- 
ing the total available for the year $15,279,204. According to advice 
received from the various administrative agencies served, the Division 
will process approximately 204.5 million items in 1955. The average 
cost for writing checks (exclusive of postage for mailing checks) is 
expected to be 4.7 cents per item in 1955, or a reduction of about two- 
tenths of a cent from the 1954 unit cost. 

The revised estimates for 1955 provide for an average employment 
of 2,170, which is a reduction of 116 employees on our rolls as com- 
pared with the fiscal year 1954. There are certain fixed charges other 
than personal services which have to be paid, such as the cost for post- 
age on mailing of checks, purchase of blank checks, envelopes, address- 
ograph plates and frames, etc., so that reductions which were made in 
our 1955 appropriation will have to be met largely by savings in 
personal services cost. 

At this time the financial picture is not too promising. During the 
balance of this fiscal year we will have to find additional economies 
totaling approximately $300,000 if we are to process all work on a cur- 
rent basis received through June 30, 1955. Most of this figure will 
have to be made up through reductions in personal services. This will 
not be easy to do in view of the drastic personnel reductions we have 
made during recent years. The simple truth is that appropriation 
reductions seem to have gotten ahead of the probabilities for savings. 


APPROPRIATION ESTIMATES FOR 1956 


The estimates submitted by the administrative agencies for 1956 
indicate that the Division will be called upon to process 221,673,000 
items, which is 17,189,000 more than was budgeted in 1955. For this 
work an appropriation of $15,575,000 is requested, including $6,037,452 
tocover postage for mailing checks. Aso, it is anticipated that $405,- 
157 will be received from the two transfer agencies served, making a 
total of $15,980,157 for 1956. The projected average unit cost per 
item exclusive of postage for mailing checks is 4.4 cents, which is 
three-tenths of a cent less than the estimated unit cost for 1955. 

In developing the unit cost for the fiscal year 1956 all known and 
anticipated savings were taken into consideration. The estimate for 
purchase of equipment was slashed from $353,000 in 1954 to $2,200, 
an amount which is not sufficient to replace wornout equipment in a 
single regional office. The reduction in the amount requested for 
equipment is due to the uncertainty which now exists as to the future 
status of the Division of Disbursement. As you gentlemen probably 
know, the Secretary has delegated to the Railroad Retirement Board 
lisbursing functions involving railroad retirement payments and 
payment of administrative salaries and expenses of the Board. Also 
it the Secretary’s request the matter of similar delegations to the 
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Social Security Administration and Veterans’ Administration is being 
considered. 

With regard to the reduction in the amount requested for equip. 
eats I may say that it has been largely due to our equipment pro- 

rams, which the Congress has authorized year after year, that the 
Division has been able to cut its costs and reduce personnel in the 
face of rising costs for salaries and supplies. If we must continue to 
defer our equipment program, the inevitable result would be to reverse 
the present downward trend in our unit costs. However, until the 
future status of the Division can be determined, this deferment seems 
to be the best action to take at this time. 

The increase of $725,000 in 1956 over the 1955 appropriation is due 
entirely to increased work volume which we will have to handle during 
that year. The greater part of this increase in work volume is for 
social-security payments, a large percentage of which is the direct 
result of the social security amendments of 1954. 

Mr. Chairman, I have a statement reflecting a comparison of the 
work volume between the fiscal years 1955 and 1956, which I believe 
will give you a clear picture of our operations for these years. 

Mr. Gary. Without objection the statement will be inserted in the 
record at this point. 

(The statement referred to is as follows :) 


Statement reflecting a comparison of work volume for fiscal years 1955 and 195¢ 
included in budget estimates for 1956 


| 1955 esti- 1956 esti- 


Agency or activity 


Processed from appropriated funds: 
Veterans’ Administration - 
Social Security _- 

Income tax refunds 
Other regular agencies 
United States savings bonds_ 


Total direct appropriation _ - 


Processed from reimbursable funds: 


Department of Agriculture, conservation and use of agri- 


cultural land resources 
Railroad Retirement Board: 
Unemployment insurance__-- 
Miscellaneous expenses_____. 
Total transfer funds... 


Grand total_- 


INCREASE 


Mr. Cannon. 


mechanized operations in our Division. 


mated work 


volume 


$70, 620, 000 
75, 064, 000 | 
32, 000, 000 
20, 084, 000 | 

2, 250, 000 | 


mated work 
volume 


$71, 294, 000 | 


91, 512, 000 
32, 000, 000 


20, 363, 000 | 
2, 250, 000 | 


Increase (+ 
decrease (- 
1956 over 1955 


+$674, 00 
+16, 448, 00 


+279, 00 





200, 018, 000 





2, 496, 300 | 
49, 600 | 


217, 419, 000 | | 


1, 720, 000 | 


2, 484, 500 | 
49, 500° 


+17, i, 401. (mM 


— 200, (i 


—11, 8 
—10 





4, 465, , 900 | 


204, 483, 900 | 


IN PRODUCTION 


_ 


Our 


4, 254, 000, 


— 211, 


~ 291, 673, 000 





“E17, 189,10 


! 


Writing checks and issuing savings bonds are highly 


staff is continually 


striving to increase output by installing improved labor-saving devices 


and streamlining procedures. 


per employee averaged 46,000 items a year. 


In 1 947, the number of units “handled 
By introducing im- 


proved methods and machines through the succeeding years, the 
average was raised to 91,000 items per employee in 1954. 


we expect to attain 99,000 units per employee. 


115 percent in productivity since 1947. 


In 195 ih 


This is a gain of about 
The 1956 rate of produc tion 


per employee is figured on the basis of continuing the use of equip- 
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ment now on hand and giving effect to additional labor-saving 
machinery now on order. 

In 1947 we processed 172,500,000 items with 3,735 employees. In 
1954 we processed 207 million items with 2,286 employees. This 
reflected a reduction of 1,449 employees, which included 220 trans- 
ferred to the Division of Central Accounts. The net reduction due 
to increased efficiency and productivity was 1,229 employees. Thus 
between 1947 and 1954 we reduced our personnel 33 percent and at 
the same time were able to take on a 20 percent increase in work 
volume. 

As the result of the production gains per employee the cost per 
check has decreased during these years notwithstanding an increase 
in the average annual salary of over 50 percent. 


PRODUCTION PER EMPLOYEE 


Mr. Chairman, I have a table which shows for each year from 1947 
through 1956 the number of items processed, the cost of personal 
services, the number of employees, their average salary, and the com- 
posite average production per employee whic hy you may wish to insert 
in the record. 

Mr. Gary. Without objection the statement will be inserted in the 
record at this point. 

(The statement referred to is as follows :) 


Average | Number of 
salary per | items per 
employee | employee 


Personal 
service 
cost 


Number of 
employees 


| Number of 


‘iscal yee : 
Fiscal year items 





Thousands 
46 
49 
54 
58 
60 
68 
79 
91 
OF 
99 


FT nee i Alessi «ccsis wk A 172, 488, 422 | $8, 699, 070 
actual . avian seat aes 171, 555, 651 &, 159, 083 
CE ee 183, 925, 581 9, 275, 989 

0 actual 1dé | soau 198, 097, 940 855, 873 

188, 027, 401 9, 434, 527 

198, 120, 498 9, 906, 760 

199, 600, 630 3, 641, 760 | 

4 ur ; ecedtmescccl mat aon 7. 988, 231 | 
55 (e ‘estims ite d). stism bac edstes al: aaa | , 569, 195 

1956 (estimated) - - dina 221, 673, 000 | . 749, 238 


b2 90 NOS 19 9 89 30.99 80 
ee a So 
COWWHWNHNNN 


| 
| 
| 


MANAGEMENT IMPROVEMENTS AND FUTURE PLANNING 


Mr, Cannon. Mr. Chairman, before I close I should like to give you 
and the other members of this subcommittee some idea of what we have 
accomplished during the fiscal year just closed and what we can now 
see for the near future. 

During the fiscal year 1954 the management savings program was 
directed to five objectives: (I) Simplific: ition of administrative, pro- 
curement and personnel procedures; (II) streamlining of accounting, 
wuditing, payment and bond procedures; (III) improvements in or 
extension of the application of mechanical processes; (IV) conserva- 
tion of equipment, materials, services, etc.; (V) a and 
continuing management projects. These improvements resulted in 
savings during 1954 of $748,366. 

These savings permitted us to process 7 million additional payments 
without requesting additional funds and to absorb within-grade pro- 
motions and a portion of the postage required to be paid to the Post 
Office Department, leaving $250,580 to be returned to the Treasury. 
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During the fiscal years 1955 and 1956 we will continue to seek im- 
provements in operations all along the line. Next year I hope to bring 
your committee a favorable report on the results of our operations i), 
1955. 

The Division of Disbursement has constantly been in the forefront 
in developing new techniques and adapting new and improved equip- 
ment to disbursing operations. We devote our full attention to this 
field because it is our sole job. A few of the major processes pioneered 
by the Division, many of which have since become standard in other 
disbursing agencies and have resulted in the saving of many millions 
of dollars for the American taxpayer, are as follows: 

1. Mechanical check-signing machines: With the advent of the 
check-signing machine it became possible for 1 machine and operator 
to do the work formerly requiring the services of 10 employees sign- 
ing checks with pen and ink. 

2. Punched card checks: The punched card check, first adopted by 
the Division of Disbursement, has virtually replaced the paper check 
in Government payment operations and has enabled major economies 
in check issuance, payment, and reconciliation functions. 

3. Transfer posting process: Through the use of a special carbon 
and specially designed machines we are able to transfer the name. 
address, account number, and amount exactly as it appears on the 
voucher to the face of the check. We have recently developed an 
automatic feed for our transfer posting machines which enables 1 ma- 
chine and 1 operator to produce upward of 20,000 checks in an 8-hour 
day, equaling the productivity of more than 20 check typists. This 
process is particularly suited to large volume, one-time payments, such 
as tax refunds. 

4. Combined check printing, punching, and listing machine. Our 
major check-production equipment at this time consists of an addres- 
sing-machine unit which combines the function of printing, punching, 
and listing checks from embossed sensitized metal plates. This equip- 
ment was designed and constructed by a leading addressing-machine 
manufacturer in accordance with specifications developed by tech- 
nicians of the Division of Disbursement. A single unit is capable of 
turning out 40,000 complete checks in an 8-hour day, thus doing the 
work of approximately 45 typists and clerical employees. The equip- 
ment has now become widely used in other Government agencies and 
in many large commercial concerns, and is most effective for large 
volume repetitive payments, such as veterans’ compensation and pen- 
sion payments, social-security benefits, and so forth. 

Remarkable though this equipment may be, however, we are now 
considering the use of electronic machines which will make present 
equipment completely obsolete within the next 2 or 3 years. For ex- 
ample, one machine which we have seen and which can be readily 
adapted to our work is capable of producing 200,000 completed checks 
in an 8-hour day, equaling the combined efforts of more than 225 
typists and clerical employees. Other electronic equipment embody- 
ing the use of magnetic tapes in lieu of punched cards offers equally 
interesting possibilities for improvement and savings. The use of 
this type of equipment is feasible only where extremely large volume 
of work is concentrated at one point such as will be found in the 
larger regional offices of the Division of Disbursement. 
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On the basis of conservative estimates made in conjunction with 
manufacturers’ representatives, it appears that electronic installa- 
tions in the Division’s larger regional offices would result in savings of 
more than $1 million annually. I wish to point out, however, that the 
type of electronic equipment that would meet our needs will not be 
available until early in the fiscal year 1957. 

Mr. Gary. Thank you, Mr. Cannon, for your statement. As Mr. 
Canfield remarked off the record a few moments ago, it smacks of the 
tenor of Mr. Banning’s former testimony and indicates that you have 
absorbed his penchant for economy and efficiency. I assure you this 
committee will give you support along that line. 

Mr. Cannon. Thank you. 


SUMMARY JUSTIFICATION DATA 


Mr. Gary. We will insert at this point in the record pages 41 and 42 
of the justifications. 
(The matter referred to is as follows :) 


Analysis of appropriation base for fiscal year 1956 


Regular appropriation, 1955 act $14, 500, 000 
Supplemental appropriation for 1955 350, 000 
Total appropriation, 1955 14, 850, 000 
teductions: 
Activity No. 1, processing payments _ _- $402, 901 
\ctivity No. 2, issuance of savings bonds_-_---____- 1,977 
Adjustment in base (net) fast An — 404, 878 
Appropriation base for 1956 Daegu ara atobes papers senna 1 480,129 
Increase Over appropriation base for 1956- 1, 129, 878 
Appropriation estimate for 1956 issnn esi wir Me ee 


Increase or decrease from total appropriation, 1955_______- 725, 000 


Comparison of appropriation base with appropriation estimate for 1956 


Appropriation base Appropriation esti- 
for 1956 mate for 1956 


Activity eT ee . Pires 


Average 
positions 


| 
| 
| Increase or decrease 





Average 
positions 


Average 


Amount positions 


Amount Amount 


1, Processing payments. ---.--..---- 1, 943.3 |$14, 163,422 | 2,085.3 |$15, 293, 300 142 | $1, 129, 878 
2. Issuance of savings bonds 75.7 281, 700 75.7 | 281, 700 





2, 019. 
Adjustment in base (net) +77. 


0 | 14, 445, 122 2,161.0 15, 575, 000 142 1, 129, 878 
0 | +404, 878 ‘Renieeaees 
Total appropriation 1955 and 


appropriation estimate for 
1956 2,096.0 | 14,850,000 | 2,161.0 | 15, 575, 000 








GENERAL STATEMENT 

Functions 

_The Division of Disbursement is responsible for disbursing moneys of all execu- 
live departments and agencies except the military establishments, postal service, 
and certain Government corporations (5 U. S. C. 124-132). Its functions in- 
clude : (1) Making payments from appropriated, trust, and deposit funds (31 
U. S. C. 492); (2) issuing substitute checks for all disbursing officers of the 
United States Government (31 U. S. C. 528); (3) issuing United States savings 
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bonds under the Government payroll savings plan (31 U. S. C. 757); (4) pre 
paring vouchers for periodic payments from addressograph plates (31 U. S. ¢, 
82a); and (5) preparing payrolls from addressograph plates for check payments 
to employees. 
Organization 

The Division consists of a Washington disbursing office and 25 regional offices, 
In addition to the activities of the central and regional offices, payments are also 
made by delegation through assistant disbursing officers, disbursing clerks, and 
agent cashiers who are employees of other agencies, but who in disbursing public 
funds operate under the direction of the Division of Disbursement. For the most 
part agent cashiers are located at Government agency stations, hospitals, penal 
institutions, and field locations where small on-the-spot cash payments must be 
made (e. g., payments on account of the veterans patients’ fund, Federal prison- 
ers’ fund, etc.). 
Increases—Fiscal year 1956 

The increase in the fiscal year 1956 over the appropriation base is due to an 
increase of 17,401,000 payments over the number to be processed in the fiscal 
year 1955. The major part of the increase in work volume is due to increased 
benefit payments for the Secial Security Administration of which a part is the 
direct result of the social security amendments of 1954. 


LANGUAGE CHANGES 


No appropriation language changes will be necessary during the fiscal year 
1956. 


APPROPRIATIONS AND WORKLOAD INCREASES 


Mr. Gary. It appears from page 41 of the justifications that you 
are requesting $725,000 more for 1956 than you had for 1955. Will you 
explain the reason for that increase? 

Mr. Cannon. Yes, sir. 

Mr. Chairman, that increase is due solely to an increase in the 


volume of work which we will be required to process during the fiscal 

vear 1956. The increase is represented in part by an increase of 
700,000 items in regular Veterans’ Administration payments, but the 
largest single item is an increase of 16, 448,000 social security pay- 
ments which we will be required to process during 1956. The total 
increase in 1956 over 1955 is 17,401,000 items. 

Mr. Gary. Although you need an increase in appropriation because 
of the increase in work volume, it is my understanding that your esti- 
mates contemplate a decrease in the unit cost; is that right? 

Mr. Cannon. That is right, sir. 

Mr. Sreminskt. Referring to previous discussions, Mr. Maxwell, | 
would like to say that I think it is a wonderful thing that you can save 
about $1 million by altering your procedures and ‘eliminating excess 
motions. It takes leadership to accomplish that result, and I con- 
gratulate you. 

Mr. Maxwetw. Thank you, sir. 


COST OF WRITING CHECKS 


Mr. Sreminskt. I understand you have the cost of writing checks 
down to 4.5 cents, roughly ? 

Mr. Cannon. Yes. 

Mr. Stemrnsxr. And if we raise first-class postage to 4 cents it will 
cost 8 cents to get a check out ? 

Mr. Cannon. Based on our 1956 projected unit cost of 4.4 cents. 
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Mr. Steminskr. And right now the United States citizen is paying 
¢5 million or $6 million to handle the checks you people are sending 
out. Is that right? 

Mr. Maxwetx. Roughly, yes, sir. 

Mr. Steminskr. So that the illusion of raising the postage rate to 
decrease the postal deficit in this operation is giving it to John Q. 
Public right in the mouth, is it not? They talk only about raising 
first-class mail rates, and here again the nonuser citizen will have to 
foot the bill; so with industry itself in handling its own checks. 

Mr. Maxwetu. On the other hand, it will increase the receipts in 
the Post Office Department. 

Mr. Sreminskt. Sure, it makes Mr. Summerfield look good, when, 
in effect, it smacks the nonusing taxpayer. 

Mr. Gary. There will be an increase of 1 cent, and not 4 cents. It 
costs now 8 cents to mail out a check, and with the increase it would 
cost 4 cents. Your point is it will cost nearly as much to mail the 
check as to process it? 

Mr. Sreminskt. That is right. 

Mr. Maxwetu. As far as the Government is concerned, it will not 
cost any more, because the Post Office still has to deliver the checks. 

Mr. Gary. It will just be a matter of bookkeeping. 

Mr. Maxwewy. That is right. 

Mr. Gary. As a matter of fact, all of this was charged to the Post 
Office until recently. They talk about a reduction in the deficit in the 
Post Office Department, but there has not been any actual saving at 
all. 


OPERATIONS STREAMLINED 


Mr. Stemrnskr. How many operations do you have over a year? 

Mr. MAxwetu. 22] million is the estimate for next year. 

Mr. Sreminsxr. With all the motions involved, do you think you 
have it pretty well streamlined ? 

Mr. Maxwet.. Yes, sir; except, as Mr. Cannon indicated, with the 
new electronic machine we can do five times what we do with our 
machines now on certain types of checks. 


PROPOSED CONSOLIDATION OF DISBURSING ANI) ACCOUNTING ACTIVITIES 


Mr. Sremrnskt. Is there a move on to de*/1le your Bureau ? 

Mr. Maxwety. There has been some feeling a saving could be ac- 
complished through the consolidation of disbursements with account- 
ing. 

Mr. Sremrnsxr. Then would not the General Accounting Office have 
more of an accounting job to do? 

Mr. Maxwe tt. Possibly. I presume what they have in mind would 
be that the Division of Disbursement function would be a matter of 
inspection—or internal auditing—to inspect those agencies to whom 
authority had been delegated ; to see whether or not they were follow- 
ing the established procedures and safeguards. 

Mr. Sreminsxt. On one hand, here in your Division, is an attempt 
to decentralize; while in the case of legal services, the Department of 
Justice is to be asked, according to press reports, to take unto itself 
all the legal work of all the departments of the executive branch of 
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the Government. On that hand, you have an attempt at centraliza- 
tion. It’s a pinwheel. 


ELECTRONIC EQUIPMENT 


Mr. Gary. Would the various governmental agencies for which you 
now prepare checks be justified in using electronic equipment? Would 
the volume justify electronic equipment, or if they each used elec- 
tronic machines would not the cost be more? 

Mr. Maxwet.. This electronic equipment we were recently looking 
at would probably not be economical unless there were 1 million items 
a month as a minimum. Some of our offices now have that volume. 
However, the argument made by those advocating decentralization is 
that some of the big agencies like Social Security and Veterans’ Ad- 
ministration and some others have that volume and could utilize the 
equipment themselves rather than have the Division of Disbursement 
do it. Of course, that is a possibility, and it might be they could 
benefit from that type of equipment as well as we could. 


HANDLING OF DISBURSEMENTS 


Mr. Stremrinski1. I see that the distribution and sale of Government 
bonds has now been removed from the Postal Department. Could you 
have your disbursements handled through the Federal Reserve or the 
local banks ? 

Mr. Maxweti. That suggestion was made a couple years ago by 
someone in the military, and I think Mr. Banning checked into it a 
year or so ago and found the suggestion overlooked many things that 
would have to be considered. For instance, the banks will not pay 
on oral advice. They have to have some documents the same as we 
must have. Sothere would be no saving there. And they would have 
to write checks, and whether they could do this at a cost less than the 
Division of Disbursement, we have some doubt. 

Mr. Sremrnski. So we can say yours is one Government agency not 
in competition with private enterprise. 

Thank you. 

Mr. James. I am very much pleased by the fact there is a fellow at 
the head of this Division who is enthusiastic about finding ways and 
means of cutting costs. 


MECHANICAL CHECK-SIGNING MACHINE 


Mr. James. I am thinking now of this mechanical check-signing 
machine you have mentioned. I understand that is new? 

Mr. Cannon. We have been using it the past 20 years or so. 

Mr. James. The point I wonder about is why these checks have to 
be signed at all. That signing device is a separate thing from the ma- 
chine that punches and penta thecheck? Isit not? 


Mr. Cannon. We do have one piece of check-signing equipment that 
is now attached to the addressing machine and as a check comes of 
the track after having been printed and punched, it falls into a chute 
which delivers it to the check-signing machine automatically. That 
is used for our periodic payments. We are working on another device 
that can be attached to a microfilm machine so that as the check feed: 
into the microfilm machine it first receives a signature and then is 
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photographed. We have to microfilm checks anyway in order to have 
a Tec ord of checks issued. This device will enable us to sign all our 
checks at the same time they are microfilmed. 

Mr. JAmes. Cutting out one operation would make quite an im- 
portant saving in labor. 

Mr. Cannon. Yes, it would. 

Mr. Murray. All I have ever heard of the Disbursing Office of the 
Government is praise. I have never heard a single bit of criticism. 
[ do not know if that is due to the fact they are in the happy occupa- 
tion of disbursing money or to the fact it has been in the capable 
hands of Mr. Banning and now of Mr. Cannon. After hearing Mr. 
Cannon, I think it is the latter. 

Mr. Gary. I think we all agree Mr. Banning and Mr. Cannon have 
done an excellent job and I am sure Mr. Maxw ell and Mr. Cannon will 
continue efficiency and economy in their operations. 


DISBURSEMENTS TO ALLIED OCCUPATION ARMIES 


Mr. Steminsk1. A year ago you will recall I asked whether during 
World War II there was any procedure available to an ally in the event 
it needed ready cash to pay occupation troops. I was informed there 
was no provision in lend-lease for that. As I remember during hos- 
tilities we could lend-lease equipment and weapons to win but there 
was no lend-lease on occupation cash; one of the things needed by 
ill four powers for the occupation of a vanquished enemy. 

Looking to the next emergency: assuming one of our allies should 
be impoverished, would special legislation have to be introduced 
or administrative mechanisms set up to allow an ally to come forward 
openly and say, “Although we cannot pay an occupation cost, we are 
willing to use our manpower for postwar occupation duties. 

Mr. Maxwexu. My feeling is that Congress would have to author- 
ize the Treasury to make loans, under arrangements similar to lend- 
lease or some other arrangement. Mechanics would have to be de- 
veloped to make the payments. 

Mr. Sremrinsxt. Yesterday, I asked a question of the Secretary of 
the Treasury regarding the avoidance of a Dexter White case in the 
future; he said he thought that next time we would hand out red, 
white, and blue currency rather than plates. 

Mr. Maxwetu. Of course if they loaned them dollars and converted 
it to their own currency, that would be one way of doing it. If we 
issued allied currency as we did before, there would have to be some 
way of differentiating it from spurious currency. During the last 
war they tried to distinguish it by a fluorescent ink on the currency 
that could only be seen in a certain light. 

Mr. Sremrnsxt. Last year or the year before, just about the time 
they were ready to wind up the Indochina War, it was indicated in 
the press that the French had just paid back to Britain the last install- 
ment on a tremendous loan made to France by Britain around 1945; 
from that, one could conclude that the Indochina War might have 
heen a convenient vehicle for one ally to repay a loan to another ally. 
That is not a pleasant conclusion; but, if true, I would want to avoid 
things like that and things like the Dexter White approach to finan- 
cial burdens; it is something that we in the Congress are not happy 
about; if we can lend-lease cash without hitting someone on the head, 
[ think we would be ser ving more permanently the interests of peace. 
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SCOPE OF DISBURSEMENTS FUNCTION 


One last question: Do you handle all disbursements around the 
world ? 

Mr. Maxweti. No. We handle disbursements for all civilian actiy- 
ities of the Government except the Post Office, United States marshals, 
certain corporations, and a few agencies to which the disbursing 
function has been delegated. ; 

Mr. Sreminskr. Thank you. 

In passing I would like to salute Mr. Banning. I trust that under 
Mr. Cannon the good work of the Division will continue. 

Mr. Gary. The committee will adjourn until tomorrow morning 
at 10 o’clock. 


WEDNESDAY, Frepruary 2, 1955. 
BUREAU OF THE PUBLIC DEBT 


WITNESSES 


. L. KILBY, COMMISSIONER OF THE PUBLIC DEBT 
. M. MERRITT, ASSISTANT COMMISSIONER 

. A. HEFFELFINGER, DEPUTY COMMISSIONER 

. E. OBERG, BUDGET AND ACCOUNTS OFFICER 


ADMINISTERING THE PusBLic DEBT 


Amounts available for obligation 


(Balances for June 30, 1954, are as certified under sec. 1311, Public Law 663) 


1954 actual 1955 estimate | 1956 estimate 


Appropriation or estimate | $50,000,000 | $44, 997, 300 $44, 700, 000 
Transferred, pursuant to Reorganization Plan No. 26, of 1950, 
to— 
“Salaries and expenses, Office of the Secretary of the | | 
Treasury”’ _- — 289, 000 | 
“Salaries and expenses, Bureau of Accounts, Treasury’’. —51, 000 | 
Adjusted appropriation or estimate _ -- 49, 660,000 | 44,997, 300 44, 700, 000 
Reimbursements from other accounts. .-......--.-- ntl ED hic gn xk be45> obs seek Vee 
Total available for obligation _.__.-_-- 3 P _| 49, 660, 843 44, 997, 300 44, 700, 000 
Unobligated balance, estimated savings__.........-- OT na alae ae 
Obligations incurred _ : ek 48,736,441 | 44,997,300 | 44, 700, 000 
Comparative transfer to ‘“‘Salaries and expenses, Office of the 
Treasurer”’ wag PRONG ts.) i56ct ae. 
Total obligations.-.........--- piomthbbhbotcshedstendenak| epee eee 44, 997, 300 | 44, 700, 000 
i | 
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Obligations by activities 


Description 


Direct Obligations 


servicing, and retirement of savings bonds. 


1, Issuance, “ 
servicing, and retirement of other Treasury sec u- 


, Issuance, 
rities 
. Verification and destruction of unfit United States cur- 
rency 
4. Maintenance and audit of public debt accounts 
i ler Promotion of the Sale of savings bonds 
Executive direction --......-..- pasuraeudehn anni 
: Total direct obligations 
ng 
Obligations Payable Out of Reimbursements From Other Accounts 


48, 


1954 actual 


$35, 748, 212 
6, 703, 024 
58, 205 

870, 407 

4, 892, 830 
109, 542 


382, 220 


1955 estimate 


$32, 686, 877 
6, 542, 279 
773, 

4, 894, 
99, 


845 
800 
499 


44, 997, 300 


1. Issuance, Servicing, and retirement of savings bonds 


Total obligations_....... idaGaetd ena ahtann Kans 48, 383, 063 


Obligations by objects 


44, 997, 


300 | 


Object classification 


Total number of permanent positions- 
Full-time equivalent of all other positions... _.__.- 
{verage number of all employees : 
Number of employees at end of year - 


\verage Salaries and grades: 

General schedule grades: 
Average salary 
Average grade 


Direct Obligations 


Personal services: 
Permanent positions . 
Positions other than permanent 
Regular pay in excess of 52-week base 
Payment above basic rates_..................-..--.--- 


imate 


00, 000 


Rents and ratte ON ae | 


Printing and reproduction 
Printing of Government securities - 
Other contractual services - - 
Services performed by other agencies: 
Federal Reserve banks 
Post Office Department 
All other_..._..._- Sstheeteha 
Supplies and materials 
Equipment- 
Refunds, awards, and indemnities 
Taxes and assessments 


D0, 000 
90, 000 
00, 000 


: Total direct obligations 
0, 000 


Obligations Payable Out of Reimbursements From Other 
Accounts 


Other contractual services 


Total obligations 


1954 actual 


4, 510 
13 
: 931 


$15, 169, 908 

55, 711 

58, 648 | 

131, 239 | 
15, 415, 506 
365, 001 
187, 547 
1, 428, 367 
648, 696 

576, 905 | 
2, 730, 465 
360, 843 


£ 919, 452 | 
1, 920, 000 | 
352, 090 | 
300, 282 | 
135, 031 

3, 014 

39, 021 


1955 estimate 


4, 196 
3 
3, 830 


$14, 845, 983 | 


26, 486 
55, 707 
2, 524 


14, 930, 700 | 


362, 576 
212, 721 

1, 595, 574 
727, 610 
663, 980 

2, 180, 231 
356, 796 
22, 467, 500 
763, 000 
306, 000 


329, 086 | 


55, 809 


1956 estimate 


$32, 748, 210 


6, 183, 646 


773, 845 
4, 894, 800 
99, 499 


44, 700, 000 


44, 700, 000 


1956 estimate 


4, 050 

3 
3, 812 
3, 853 


$3, 891 


$14, 805, 663 
26, 486 

56, 356 

2, 524 


14, 891, 029 
362, 576 
200, 289 

1, 578, 415 
726, 381 
661, 480 

2, 439, 563 
365, 455 


21, 962, 200 
776, 000 
306, 000 
329, 086 

45, 717 


55, 809 





48, 382, 220 | 





44, 997, 300 


44, 700, 000 








48, 383, 063 | 


44, 997, 300 





44, 700, 000 





58681—55. 
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Analysis of expenditures 


(Balances for June 30, 1954, are as certified under sec. 1311, Public Law 663) 





| | 
| 1954 actual | 1955 estimate | 1956 estimat 


Obligated balance brought forward _— $6, 123, 471 $6, 612, 344 $5, 509, 644 

Obligations incurred during the year_...._............-.---.-- 48, 736, 441 44, 997, 300 _ % 700, 000 
54,859,912 | 51,609,644 | 50, 209, 644 

Adjustment in obligations of prior years____...........-_._--- —6, 349 |_- 

Reimbursements. - - mane UAE waite andneatede 

Obligated balance carried to certified claims account —10 |_.-. iSe. welduis a 

Obligated balance carried forward. .___- sarielethlthontannihisinceak ae —5, 509, 644 —5, 609, 644 


| aeereewssarnesinaiat 
Total expenditures ‘ 48, 240, 366 46, 100, 000 44, 600, 00 





Expenditures are distributed as follows: 
Out of current authorizations_ -_-- 42, 135, 839 39, 500, 000 39, 100, 000 
pe ar ee SIONS, «cc nnn ccachaunscvasasvcesudeu 6, 104, 527 6, 600, 000 5, 500, 000 








Mr. Gary. The committee will come to order. 

We will take up this morning the request of the Bureau of the 
Public Debt. We have as the principal witness Mr. E. L. Kilby, 
the Commissioner of the Public Debt. Mr. Kilby, we will be glad 
to hear from you at this,time. 


GENERAL STATEMENT 


Mr. Kinpy. Thank you, Mr. Chairman. Mr. Chairman and men- 
bers of the committee, the Federal public debt as of December 31, 
1954, was about $279 billion. The debt was represented by about 
one-half billion pieces of securities held by millions of individuals in 
all walks of life, banks, life-insurance companies, corporations, State 
and municipal governments and other types of investors. While the 
amount of the debt may not fluctuate markedly from month to 
month, there is a constant turnover of the securities involved. For 
example, during the fiscal year which ended on June 30, 1954, over 
91 million pieces of securities were issued and over 97 million pieces 
retired. It is the responsibility of the Bureau of the Public Debt 
to effectuate these security transactions promptly, economically, and 
efficiently, and to provide the normal service functions that arise in 
connection with the outstanding debt. It is our aim to render prompt, 
efficient, and equal service to all investors with the least expenditure 
of appropriated funds. Attainment of this objective goes a long way 
toward maintaining confidence in the public debt, and indirectly pro- 
motes the efficiency and effectiveness of the overall debt manage- 
ment program. 

To carry out our responsibilities, we are requesting an appropriation 
of $44,700,000 for 1956. Of this amount $4,894,800 is included for 
the United States Sav ings Bonds Division whose needs will be justified 
by representatives of that organization. The remaining $39,805,200 
is requested for the operations of the Bureau of the Public Debt. 
This includes an amount of $21,962,200 for reimbursement to the 
Federal Reserve banks for services performed as fiscal agents of the 
Treasury in the issue, service, and retirement of all securities, and for 
payment of fees to commercial banks and other financial institutions 
for paying savings bonds. 

The amount requested is $297,306 less than the amount appro- 
priated for the current fiscal year and $5,300,000 less than was avail- 
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able during the fiscal year 1954. In addition to the direct reduction 
of $297,300, we are absorbing the cost of employee benefits under the 
provisions of the Fringe Benefits Act and the employee group life- 
insurance program and for administrative promotions. These costs 
are estimated at about $200,000. 

The Bureau of the Public Debt has made substantial reductions 
in its organization in the last few years. As will be noted from the 
table appearing at the top of page 68 of the budget justifications, 
there has been a gradual reduction in personnel in the last 5 years 
from 5,813 employees on the rolls on June 30, 1949, to 3,411 on June 
30, 1954. That is a reduction of about 2,400 people in a period of 
5 years with substantially the same amount of work. It is estimated 
that the enrollment will be further reduced to 3,223 employees as of 
the end of this current fiscal vear. This reduction in force has been 
achieved in spite of the fact that the volume of work has held fairly 
constant during this period, with relatively minor increases and de- 
creases in issues and retirements of savings bonds. A part of the 
reduction has been made possible through constant attention by all 
employees to possible improvements in procedures or methods of 
doing their work, and by their suggestions for economies in operations 
of the Bureau as a whole. 


WORK VOLUME 


As indicated earlier, our work volume has remained fairly constant 
during the past few years, with some relatively minor variations up 
and down in issues and retirements of savings bonds. It is extremely 
difficult to foresee with accuracy, several months in advance, those 
economic forces which may have an effect on the number of securities 
sold or redeemed during a given period of time. Our volume estimates 
are, nevertheless, developed with the greatest possible care under the 
circumstances. On pages 64 and 65 of the budget justification will be 
found a description of the methods and assumptions used in develop- 
ing the 1956 estimates. 

In the aggregate, the estimated volume of issues and retirements of 
savings bonds and other securities in 1956 is down somewhat from 
1955. The estimate for administrative costs for handling the 1956 
volume has been reduced accordingly. 


MANAGEMENT IMPROVEMENT PROGRAM 


The Bureau has active, organized suggestion and training programs, 
as well as a specialized staff working vigorously and continuously on 
problems relating to organization and procedures. Some of the 
economies realized are, in themselves, small and result in no immediate 
reduction of personnel, but when consolidated at the end of a year they 
can be translated into workload reductions representing several man- 
vears of work. On pages 67 through 69 of the budget justifications 
we discuss some of the savings effected in 1954, the last complete 
fiscal year, and on pages 72 through 75 you will find set out in some 
detail accomplishments and proposals for this current fiscal year. 
The improvements described on those pages are only representative 
and by no means cover the day-to-day minor changes or improve- 
ments in work methods that are constantly being made in the opera- 
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tions of the Bureau. The search for better methods of doing our work 
and ways of developing more economical and effective procedures js 
never ending. Some of our management studies are broader than the 
Bureau itself, involve interbureau relationships, and require action or 
decision at the departmental level. Illustrative is a recent project 
involving the extension of the use of the offset method of printing 
savings bond stock to $50 and $100 denominations which affects both 
the operations of the Bureau of Engraving and Printing and our 
Bureau, and requires departmental action. Savings accruing to our 
appropriation as a result of printing savings bonds by offset in de- 
nominations higher than the $25 bond will help to defray additional 
costs this year and next for such employee benefits as group life 
insurance and wage-board rate adjustments, funds for which are not 
included in our estimate. 


1955 BUDGET SITUATION 


Before I close my remarks today, gentlemen, I would like to add 
that, in spite of all of our efforts to effect economies in operations in 
fiscal 1955, we are still facing the remaining months with a degree of 
uncertainty with respect to certain costs over which the Bureau has 
little direct administrative control. We are hopeful that some of 
our completed management improvement changes, which involve 
operations of the Federal Reserve banks, will result in sufficient 
economies to permit us to finish this fiscal year without the need for 
requesting supplemental funds. We do, however, have an obligation 
to reimburse the banks, on an actual cost basis, for their services, and 
for the funds they pay to individual paying agents for work performed 
in redeeming savings bonds. It is impossible to predict accurately 
what these charges will be for the remaining months through June. 
We will make every possible effort to live within the funds appropriated 
to us but should these reimbursable costs for the remaining months 
of the year be higher than the amount we have available for allotment 
for that purpose, it may be necessary to consider a supplemental 
request for additional funds. 

I wish to thank you, gentlemen, for the opportunity of appearing 
before you to present this budget picture as I see it now for fiscal 1956, 
and I shall be glad to discuss with you any points on which there may 
be questions. 

Mr. Gary. Thank you, Mr. Kilby. 


BUDGET JUSTIFICATION DATA 


Mr. Gary. At this point we will insert pages 60, 61, and 62 of the 
justifications, and page 63 down through the table appearing on that 
page. 

(The material referred to is as follows: ) 
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TREASURY DEPARTMENT—ADMINISTERING THE PuBLic DEBT 
Analysis of appropriation base for fiscal year 1956 


tegular appropriation, 1955 act Meenas 2 $ 997, 300 
Supplemental appropriation for 1955_------------------ Sa tae cs 


Total appropriation, 1955 4, 997, 300 
teductions: 
Activity No. 1, issuance, servicing, and retirement 
of savings bonds__----- 5 ___... $678, 358 
Activity No. 2, issuance, servicing, and retirement 
of other Treasury securities___.__._..---------- 358, 633 
- 1, 036, 991 


Appropriation base for 1956____------- 7 43, 960, 309 
Increase over appropriation base for 1956___-- 739, 691 


Appropriation estimate for 1956_ re , _. 44, 700, 000 
Increase or decrease from total appropriation, 1955_ _ - ; ai 297, 300 


Comparison of appropriation base with appropriation estimate for 1956 


| 
| Appropriation base 
for 1956 mate for 1956 


Activity a 


Appropriation esti- 
Appropriation est | Inerease or decrease 


Average 


positions | 


Average | Average 


| positions | Amount positions Amount 


Amount 


Issuance, servicing, and retire- | 

ment of savings bonds 2, 376. 6 |$32,008,519 | 2,432.1 |$32, 748, 210 +55. ¢ +$739, 691 
2. Issuance, servicing, and retire- 

ment of other Treasury securi- 

ties aid 599. 6 6, 183, 646 } }, 183, 646 
3. Verification and destruction of 

unfit United States currency 
{. Maintenance and audit of public- | 

debt accounts. .. 168. 5 773, 845 168.5 773, 845 
5yPromotion of the sale of savings 

bonds ; | §98.5 | 4,894,800 598. 5 , 894, 800 
6. Executive direction. ---- saad 13.0 99, 499 13.0 99, 499 


Total_.. . 3, 756.2 | 43,960,309 | 3,811.7 , 700, 000 +55. 5 +-739, 691 
\djustment in base (net) - - ; +73.9 |+1, 036, 991 —73.9 | —1,036, 991 


Total appropriation 1955, and 
appropriation estimate for 
ee --| 3,830.1 | 44, 997, 300 3, 811.7 | 44,700, 000 | —18.4 — 297, 300 





BuREAU OF THE PuBLIC DeBT—ADMINISTERING THE PuBLIC DEBT 
GENERAL STATEMENT 


This Bureau of the Treasury Department is charged with the responsibility for 
administering the public debt. It administers the laws pertaining to public debt 
financing within the framework of the fiscal policies determined by the Secretary 
of the Treasury. The Bureau’s primary concern is with the issuance, servicing, 
and retirement of Government securities. It also has a general responsibility in 
the conduct or direction of transactions in the public debt issues of the insular 
governments and of the Government-owned corporations for which the Treasury 
acts as agent. 

Funds appropriated for this Bureau provide, in addition to the administrative 
costs of the Bureau proper, operating funds for the United States Savings Bonds 
Division, a separate organizational entity directly responsible to the Secretary 
for promoting the sale of United States savings bonds. The appropriation also 
includes funds for reimbursing the Federal Reserve banks, on an actual cost basis, 
for services performed in their capacity as fiscal agents of the Treasury, funds 
for payment/of fees to paying agents at stipulated rates for services rendered in 


redeeming savings bonds, and funds for transfer or reimbursement to the Post 
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Office Department for services performed as issuing agent for United States saving; 
stamps and for issuing savings bonds in certain localities where other public facili. 
ties are not available. 

ORGANIZATION 


Departmental headquarters of the Bureau are in Washington where, in addition 
to general executive direction and bureauwide administration, transactions relat- 
ing to all securities other than savings bonds are conducted or directed, and 
security stock of all types is received, examined, and distributed. A departmenta| 
headquarters concerned exclusively with transactions relating to savings bonds 
after issuance is located in Chicago. In addition, there are three regional office: 
of the Office of the Register of the Treasury, in New York, Chicago, and Cincin- 
nati, through which all retired savings bonds are channeled from the Federal! 
Reserve banks for audit and processing before final recordation of retirement on 
the records maintained in the Chicago departmental office, 


FINANCIAL REQUIREMENTS FOR 1956 


The Bureau is requesting $44,700,000 for the conduct of its operations during 
fiscal year 1956. This amount is $297,300 less than the amount appropriated 
for the current fiscal year and $5,300,000 less than was available during fisca! 
year 1954. 

The financial requirements, both for the Bureau proper and_for allotment 
transfer, or reimbursement to other agencies for their assistance in the conduct 
of public debt financing, are directly related to the volume of issues and retire- 
ments of securities and to the volume of outstanding securities which require 
servicing. With the exception of the United States Savings Bonds Division 
which measures the effectiveness of its work performance in dollar value of savings 
bonds sold, all other activities conducted by or directed by the Bureau are meas- 
ured in terms of transactions—pieces issued, processed, redeemed, audited, etc., 
without regard to the dollar value of each individual security. 

The actual and estimated work volume by major workload factors and the 
related utilization of appropriated funds for the 3 fiscal years as presented i: 
this budget justification is as follows: 


{In thousands of pieces and dollars] 


1954 actual 1955 estimated 1956 estimated 


Funds | volume 


ore | Funds : J 
| Volume | obligated Volume | obligated | | obligated 





Savings bonds: | 
ES it cubsutnstoceeksee 
Retirements - - ‘ 

i aie in ek hh 

Other Treasury securities: 
Issues 
Retirements 


Unfit United States currency 
Public debt accounting 
Promotion 





Add: Transfers and compara- 
tive transfers out 





49, 075 








Expressed in other terms, total obligations (actual for fiscal 1954 and estimated 
for 1955 and 1956) by major allotment, apportioned to provide the necessary 
funds for all activities participating in the Bureau’s program and financed from 
this appropriation, are as follows: 
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[In thousands] 


| 
1954 | 1956 


Percent Petcent 
of total | of total 


Amount Amount 


| . ‘ 
Atmount Percent 
} 


of total 


Administrative expenses, Bureau of 
the Pubhhe Debt: 
Personal services 24.5 $11, 629 
Other objects of expenditure _.. 11.4 5, 243 


Total, Bureau proper 16, 872 





Savings Bonds Division: | 


Personal services...........--..- 1 .9 | 3, 302 
Other objects of expenditure - - -_| 1 | 1, 593 





Total, Savings Bonds Divi- 








Reimbursement to Federal Reserve | 
banks for fees paid to paying 
SEONG... «. cinwaddietinnbdnscoontd ugpid eh 

Reimbursement to Federal Reserve | 
banks for services performed -- _---| 13, 227 27. 11, 

Reimbursement to the Post Office | | 
Department for savings stamp 
and bond sales 1, 920 | 

Transfers and comparative trans- 
(6 Wino sta axe ttiocenineiniresl 693 | 














Total 49, 075 | 0 | 44, 997 .0 | 44, 700 | 


SAVINGS, ACCOMPLISHMENTS, AND PROPOSALS FOR CURRENT YEAR 


Mr. Gary. I notice you stated in your opening remarks, Mr. 
Kilby, that— 

On pages 67 through 69 of the budget justifications we discuss some of the 
savings effected in 1954, the last complete fiscal year, and on pages 72 through 75 
vou will find set out in some detail accomplishments and proposals for this current 
fiscal year. 

_ Since you do not repeat them in your opening statement, I think 
it would be well to insert those pages in the record. 

Mr. Kinpy. Yes, Mr. Chairman, I think it would. 

(The material referred to is as follows:) 


As the fiscal year 1954 opened, it did not appear possible that the Bureau could 
meet its normal expenses while completely absorbing the unanticipated payments 
to the Post Office Department for penalty mailings, without requesting supple- 
mental funds. It is pleasing to state, however, that not only was the Bureau able 
to absorb the penalty-mail cost, but it will turn back unobligated funds amounting 
to over $900,000. In addition, the work throughout the Bureau, with only a 
few minor exceptions has been kept current. 

There were a number of factors which entered into the savings, among which 
were the following major items: 


1. MANAGEMENT IMPROVEMENT PROGRAM 


During the year the Bureau intensified the efforts of its organized management 
improvement activities including its formalized training program, its employee 
suggestion program, and the efforts of its organization and methods specialists 
working on the elimination and consolidation of forms, streamlining procedures, 
and the improvement of methods. Many significant savings were made, some 
of which were completed sufficiently early in the year to be taken into account in 
revising estimated needs for 1954 at the time the 1955 budget was being prepared. 
In the aggregate, savings accruing to the Bureau attributable to these efforts are 
estimated to be $332,000 in 1954. 
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2. UNANTICIPATED SAVINGS OF MANAGEMENT IMPROVEMENT EFFECTED IN Fiscay, 
1953 


A refinement in the procedure for processing paid savings bonds which wa; 
placed into effect near the close of fiscal 1953 reduced expenses by over $100,000 
more than had been forecast in the revised budget estimate for 1954. 


3. SAVINGS IN EMPLOYMENT OF PERSONNEL 


Funds were provided in the 1954 appropriation for the utilization within the 
Bureau proper of 3,994 positions for the equivalent of 3,572 man-years of produc. 
tive work during the year. Actually only 3,317 man-years were used for a net 
savings of $694,000 in personal services. Some of the reduction in personnel 
resulted from management improvements as has been explained above. Other 
reductions resulted from improved employee productivity to a level higher than 
had been acticipated. There was another significant savings in personal services 
arising through a strict policy in controlling the filling of vacancies. 

The Bureau has been able to reduce its force progressively during the past few 
years, as evidenced by the following table, without impairing its service to the 
security-holders of the Nation or creating any particularly disturbing backlogs, 


Employment close of fiscal year 


Number of Number of 
Fiscal year: employees | Fiscal year—Continued employees 
5, 813 LS) ER SER POE Mes OR | 

4, 632 1953 

pitiesta ee 1954 


It is believed, however, that the low point has been about reached, and that 
any further significant reductions in personnel, other than those resulting from a 
reduction in the number of transactions to be processed, will be accomplished 
only at the expense of reducing services which are now expected of the Bureau 
by the bond-buying public. 


4. POST OFFICE REIMBURSEMENTS 


At the time the 1954 budget was prepared, the Bureau used a unit-cost figure 
furnished by the Post Office Department of $0.01052 per stamp for reimburse- 
ment to the Post Office for the handling of savings stamps. Later, a revision 
within the Post Office Department’s cost-ascertainment system resulted in a 
revised unit cost of $0.00664 per stamp. This revised unit cost was put into 
effect for the full year and resulted in a savings to this appropriation of over 
$350,000 that had not been reflected in the budget submission. 

During fiscal year 1954 decisions were made leading up to the 1955 budget 
vear which would, during 1955, result in the elimination of the majority of post 
offices as issuing agents for savings bonds. In order to be ready to obtain full 
budgetary benefit of this change for fiscal year 1955, action had to be taken in 
advance during the balance of the 1954 fiscal year. Payroll-savings programs 
for large industrial organizations which were being handled by post offices were 
transferred either to the companies or their banks, and a few to the Federal 
Reserve banks. Savings accruing to this appropriation during fiscal 1954 by 
these actions taken preparatory to fiscal year 1955 amounted to about $650,000. 

5. REIMBURSEMENT TO THE BUREAU OF ENGRAVING AND PRINTING 

Again preparatory to the 1955 budget year, decisions reached involving changes 
in the processes of printing savings bonds had an effect on 1954 expenditures. 
In February 1954 a decision was made to print the $25 series E savings bonds 
by the offset method rather than by the intaglio process then in use. The net 
savings accruing to this Bureau during the balance of the fiscal year out of its 
1954 appropriation has been estimated at over $100,000. 


6. UNITED STATES SAVINGS BONDS DIVISION SAVINGS 


As has been stated above, the United States Savings Bonds Division is adminis- 
tered independently of the Bureau proper, but its funds are merged for purposes 
of appropriation requests and financial reporting with the funds of the Bureau 
under the appropriation title ‘‘Administering the Public Debt.’”’ Within its 
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own management improvement program which is conducted and reported on 
separately, the Division made significant savings which permitted it to absorb 
almost its full share of penalty mail costs originally estimated at approximately 
$250,000 during 1954. 

In addition to savings in personal services, communications, and expenses for 
certain types of advertising and promotional materials, some savings were made 
in the specific area of postage cost. In some instances, the addition of postage to 
the total cost of specific sales promotional materials of limited value resulted in 
decisions to discontinue the use of some items. In other cases, the addition of 
postage to advertising costs provoked deeper study into distribution methods and 
costs With subsequent decisions to mail as second-class matter some of the Di- 
yision’s sales-promotional material. 


7. OTHER SAVINGS 


There were other savings which accrued to the Bureau during the year which 
were not directly identifiable with any single procedural change, management 
improvement project, or other change in volume, method, or process. Some of 
these savings were byproducts of major changes or improvements discussed above. 
Others are savings that probably accrued without any organized effort on the part 
of Bureau personnel but which were not foreseeable at the time the budget was 
originally prepared. Conversely, some costs exceeded estimates. An example is 
in fees to paying agents which amounted to $124,000 more than had been antici- 
pated. The net reduction, however, in operating costs for the Bureau during 
1954 was significant. 

RevisEp 1955 ProcrRam 


Because some of the assumptions for savings which were used in developing 
the 1955 budget did not materialize, and some were effective only in part, the 
Bureau has found it necessary to revise considerably its program for 1955. 

As has been stated above, the volume estimates for the issue and retirement 
of savings bonds have been revised downward and estimated costs have been 
reduced proportionately. The savings from reduced volume will offset, however, 
only part of the additional requirements now apparent for reimbursement to the 
Post Office Department, the Bureau of Engraving and Printing, and the paying 
agents, over and above the amounts provided for those purposes in the 1955 
budget. 

It is not now possible to conceive how the Bureau will be able to accomplish 
its full estimated work volume within the funds available and still prevent the 
establishment of backlogs in certain of its operations. It may yet be necessary 
to request supplemental funds if experience during the balance of this year 
indicates that the backlogs accruing are of such a nature as to materially retard 
the service the Bureau renders to bondholders or will involve liquidation costs 
far in excess of normal operating costs for handling current work. It is, however, 
incumbent on the Bureau to present a base of operation for fiscal 1955 in the 
development of its 1956 estimates which presumes the completion of the 1955 
program without augmenting the funds available with supplemental funds. 

Therefore, the Bureau presents certain modifications in its 1955 operating 
program designed to arrive at a base of budgetary operations which will allow 
the Bureau to go forward into fiscal 1956 with as much of its program accomplished 
as can be done with funds available and with backlogs restricted to certain 
controlled operations that can be liquidated as whole units of work with funds 
specifically provided in 1956. The following reductions in operating costs for 
1955 are expected to be made: 


1. PROCEDURAL CHANGE IN THE FEDERAL RESERVE BANKS 


Even before the 1955 Appropriation Act had been passed, it was clearly appar- 
ent that the Bureau would not be able to process the full 1955 workload within the 
funds available. Steps had to be taken immediately to introduce short cuts, new 
procedures, or make other operating changes if the Bureau was to keep the bulk 
of its trained personnel, and not institute an immediate reduction-in-force program. 
_ One of the first actions taken was to introduce a major procedural change 
involving the processing of redeemed savings bonds. This change, involving a 
shift in one phase of the redemption process handled in the Federal Reserve banks 
to the regional offices of the register, had been under study for some time, and a 
decision was made to introduce the change immediately. On June 1, 1954, the 
changeover was made in the Federal Reserve banks in New York, Chicago, and 
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Cleveland, and by the Ist of August 1954 the procedural change had been effected 
in all 14 Federal Reserve banks and branches involved in processing paid bonds. 
This change, which will eliminate certain shipping costs, will also eliminate the 
need for a considerable amount of machine tabulating equipment and related space 
and suppliesin the Federal Reserve banks and permit the banks to reduce the num. 
ber of their employees considerably. Based on current volume, it should saye 
approximately $1,450,000 annually in bank costs and, therefore, in reimburse. 
ments to them by the Bureau. It is estimated that this work can be satisfactorily 
conducted in the regional offices of the register for approximately $650,000 over 
the 1954 costs of those offices. The net savings to the Bureau’s appropriation js 
estimated, therefore, to be around $800,000 annually, depending on the volume of 
redemptions, after the normal initial difficulties in effecting such a major revision 
in operating procedures have been eliminated. 


2. VERIFICATION OF POSTINGS OF RETIRED BONDS TO THE NUMERICAL REGISTERS 


At the present time, a record of each savings bond retired is manually posted by 
serial number in the numerical registers in the Chicago departmental office. 
This posting action is designed to provide reasonably conclusive proof that the 
bond, by serial number, has been retired and is not outstanding. Because of the 
iarge number of postings required of each clerk in a day, errors inevitably creep 
in which are discovered by a verification clerk whose function is to check each 
posting and verify its accuracy or institute corrective action. Because of the 
importance this posting operation has to subsequent steps in the overall operating 
procedures, it has been considered administratively desirable to provide 100 per- 
cent verification of these postings, even though the margin of error has proven 
relatively small. 

This operation is one, however, where the concept of calculated risk can be intro- 
duced for a period of time, with the hope that such errors will not result in dupli- 
cate payments or in furnishing incorrect replies to requests for information. 
Therefore, effective September 30, 1954, and for the balance of this fiscal year, 
100 percent verification of these postings was replaced by about a 5 percent 
verification on a test check basis. As a result of this temporary expedient, an 
amount of $176,000 is expected to be made available for other operations where 
the need for a current status is more urgent. One hundred percent verifica- 
tion will be resumed again in fiscal 1956, or earlier if available funds will permit. 


3. FILMING OF NUMERICAL RECORDS OF ISSUED BONDS 


Ever since the savings bonds program became an important part of the overall 
financing operation of the Government, meticulous care has been taken to provide 
the same degree of safety assurance and service that has been provided to holders 
of other registered securities of the United States and which is normally provided 
holders of commercial securities. 

To do this the Bureau has maintained two microfilm records of series FE bond 
issues, one alphabetical by the name of the owners as inscribed on the face of the 
bonds, and the other by serial number of the bond itself. The maintenance of 
both records has facilitated the servicing of the bonds, searching for material 
needed in reply to questions of law, questions relating to ownership, questions 
relating to lost, stolen, or mutilated bonds, etc. These search operations provide 
an important service to the bond-buying public. 

There have been sincere differences of opinion over the years as to whether the 
maintenance of both of these records is absolutely essential. It is felt that the 
alphabetical record is absolutely essential and, further, that the value of main- 
taining the numerical record may outweigh the ultimate added searching costs 
that would possibly accrue were the record discontinued. The numerical record 
is not, however, current, since it was necessary to suspend the operation tem- 
porarily in fiscal 1952 because of an apparent shortage of operating funds. An 
additional period of work stoppage on the current record can, under the circum- 
stances, be condoned, with the backlog being eliminated when work is again 
resumed. Therefore, to effect further savings in fiscal 1955, work on the numerical 
record was discontinued upon completion of the filming of the 1952 issue year file 
for all denominations excepting the $25. It is estimated that this action will save 
approximately $153,000 for the balance of fiscal 1955 by effecting a reduction in 
force of approximately 60 employees and by including related savings in other 
expenses such as microfilm supplies and machine rentals. 
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4. SAVINGS IN PURCHASE OF SUPPLIES AND EQUIPMENT 


Because of the tight budgetary conditions prevailing for budget year 1955, the 
Bureau ineluded in its estimate a minimum of requirements for supplies and 
equipment other than those which were absolutely essential to the day-to-day 
output of work. Even this small amount remaining for supplies and equipment 
has been carefully reexamined, and instructions have been issued to withhold any 
orders that can possibly be held until it is certain that the placing of such orders 
will not cut more deeply into the requirements for personal services. 


5. SAVINGS THROUGH REDUCTION OF INVENTORY OF SECURITY STOCK 


The Bureau has normally carried an inventory of series E bond stock amounting 
to about 30 to 35 million pieces. In order to make up for the reduction in this 
item in the appropriated amount, which cannot be made as originally planned, 
it is now planned to reduce the inventory of stock on hand and on order at the 
close of the fiscal year to about 23.5 million, approximately a 3 months’ supply. 


6. MANAGEMENT IMPROVEMENT SAVINGS 


All the proposals described above, added to the savings estimated for the 
anticipated reduction in the volume of issues and retirements, will not total to 
a sufficient amount to permit the continuance of all remaining operations on a 
current basis unless other savings, not now foreseeable, are achieved at some 
time during the year. There is an additional savings of about $350,000 which 
must be obtained in some manner to reduce costs to the amount appropriated, 
and for the purpose of this justification, at least, will have to be treated as man- 
agement improvement savings yet to be achieved. 

As has been ‘stated above, savings attributable to management improvements 
during fiscal 1954 amounted to approximately $332,000. Obviously, savings 
of that magnitude cannot be accomplished year after year in an organization 
where funds for equipment have already been reduced to a point below which 
sound equipment replacement principles can be followed. Only personal services 
and very small amounts for essential travel, communications, ete., remain for 
further paring. Because of the conditions faced by the Bureau during fiscal 
1955, however, the goal of achieving management improvement savings approx- 
imating $350,000 has been established, and every possible effort will be made to 
attain that goal. 


REDUCTION IN APPROPRIATIONS 


Mr. Gary. It is refreshing to see, Mr. Kilby, by referring to page 
60 of the justifications, that you are requesting $297,300 less for 
1956 than was appropriated for 1955. However, the pleasure of that 
statement was somewhat dimmed by the suggestion in your opening 
statement that you probably will have to request a supplemental 
appropriation for 1955. I notice that several bureaus are complaining 
that their appropriations have been reduced to a point that will not 
permit efficient operation. In that connection, I would like to call 
attention to the fact that this committee last year reduced the appro- 
priations of the entire Treasury Department only $927,000, and their 
requests were for $578 million. We, therefore, reduced the entire 
Department less than two-tenths of 1 percent. We reduced the 
Bureau of the Public Debt $402,000 on a $45,400,000 request, but even 
that is less than 1 percent. So if the bureaus are having difficulty 
operating, it is not the result of the work of this committee or the 
Congress. The Senate concurred fully in the reductions that were 
recommended by our committee and approved by the House. 


REFUNDING OPERATIONS, 1956 


_Now, Mr. Kilby, I wonder if you will discuss with us briefly at this 
lime the refunding operations for fiscal year 1956. 
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Mr. Kiisy. The refunding in volume in 1956 will be quite a bit 
less than the refunding operations we have had this year and last. 
and we have given effect to that in a rather substantial reduction jy 
the cost of handling marketable securities, both on the redemption 
and issuance side in the 1956 estimate. 

About $15 billion of securities are being refunded at the present 
moment. The subscription books opened yesterday morning for the 
exchange of $7,007 million 1%-percent certificates of indebtedness 
which mature February 15; $5,365 million 1%-percent notes which 
mature March 15; and $2,611 million of 2%-percent Treasury bonds 
of 1955-60 called for redemption on March 15 of this year. 


40-YEAR BONDS 


The new 3-percent 40-year bond which is being offered in exchange 
for the maturing bonds represents the longest maturity that the 
Treasury has undertaken since the Panama Canal bonds were issued 
in 1911, and it has received a very favorable response. It has been 
recognized not only as a very substantial measure in the program to 
extend the maturity of the debt, but it also has been recognized as 
going into an area which is not in competition with mortgages and 
other investments in that area. 

As a companion to this 3-percent 40-year bond, the Treasury is 
offering a 13-month 1%-percent note and a 2-percent 2%-year note. 
Through these 3 new issues we expect to refund the bulk of this $15 
billion. 

Mr. Gary. The 40-year 3-percent bond is a coupon bond? 

Mr. Kiisy. It can be obtained in either coupon or registered form. 
It is a fully marketable bond. 

Mr. Gary. Is it your purpose to use that in refinancing all 3 issues, 
or only the $2,611 million of 2%-percent bonds? 

Mr. Kitsy. The bond is only open to the $2,611 million called 
bonds. 

Mr. Gary. Although that carries a higher interest rate, it is a fully 
taxable bond, I understand? 

Mr. Kiusy. That is correct. It is a fully taxable bond and the 
2%-percent bond which it replaces is a tax-exempt security which was 
issued in 1935. It was first issued in exchange for the fourth liberty 
bonds and further issued to replace the first liberty bonds in June 1935. 

Mr. Gary. In view of the change in the tax features, this new bond 
will appeal largely to nontaxable funds, is that not true? 

Mr. Kiutpy. We are expecting it will have a very substantial appeal 
to pension and retirement funds, life-insurance companies, endowment 
funds, the type of investors who are apt to buy these and hold them. 

Mr. Gary. What about the other two refunding issues? 

Mr. Kiipy. The 13-month 1%-percent note will be open to all 3 
holders. In other words, the holders of the 2%-percent bond may take 
the short note if they wish. 

Mr. Gary. Is that taxable or nontaxable? 

Mr. Kiisy. That is taxable. On everything issued since March 1, 
1941, the increment has been fully taxable. 

Mr. Gary. Both by the Federal Government and the State? 

Mr. Kitsy. Not by the State; by the Federal Government. 
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Mr. Gary. Is the 40-year bond taxable both by the Federal Gov- 
ernment and the State? 

Mr. Kixsy. I do not have the circular with me, and I am not sure 
| can quote the tax language verbatim. 

Mr. Gary. I would like to have that point clarified in the record. 

Mr. Kinsy. I wonder if, on the record, I might put the exact tax 
language? 

Mr. Gary. Yes. 

(The following was submitted for inclusion in the record:) 

The income derived from the bonds is subject to all taxes imposed under the 
Internal Revenue Code of 1954. The bonds are subject to estate, inheritance, 
gift, or other excise taxes, whether Federal of State, but are exempt from all 
taxation now or hereafter imposed on the principal or interest thereof by any 


State, or any of the possessions of the United States, or by any local taxing 
authority. 


INTEREST RATES ON SECURITIES BEING ISSUED IN CURRENT REFUNDING 


Mr. Gary. As to all three issues—I believe I interrupted you. 

Mr. Kinpy. I was saying that the 13-month note is open to all 3 of 
the maturities, and the 2-percent 2-year note is open to either the 
maturing certificates or the maturing notes. Only the 2%-percent 
Treasury bonds can be exchanged for the new 3-percent 40-year bond. 

Mr. Gary. How does the interest on the short term notes compare 
with the interest on the maturing bond? 

Mr. Kinspy. The maturing bond is 2% percent. The maturing 
certificates are 1% percent. That was a l-year certificate issued 
February 15, 1954. The maturing note is a 5-year note at 1 percent. 
That was issued in March of 1950. 

Mr. Gary. What about the 2-year note? What is the rate on that? 

Mr. Kirtsy. The new 2-year note is 2 percent. 

Mr. Gary. The interest on your 2'-year refunding note is one-half 
percent higher than the interest on the retiring 5-year note? 

Mr. Kinsy. Yes, sir. 


MAINTAINING ADEQUATE RECORDS OF SAVINGS BONDS 


Mr. Gary. You request funds to restore the service of verifying 
the manual posting of retired bond serial numbers. Why cannot 
the posting and verification be done mechanically and visually in 
connection with the present microfilming system? 

Mr. Kirtsy. May I ask Mr. Merritt to address himself to that 
question? 

Mr. Gary. Yes. 

Mr. Merrirr. The microfilming that is done now on the savings 
bonds that are retired and as they come in, is not in a sequence that 
lends itself to quick verification. The bonds are not manually sorted 
out in sequence as they come in, as contrasted with the sorting of 
the detail cards representing retired savings bonds, which are in 
numerical sequence in groups of, say, a million listed items and are 
manually posted to the register. The manual posting is subject to 
some clerical error, and the reason they have been verified is to assure 
that the serial number has been properly posted and that we have 
not failed to post some item that should have been posted. 





124 


When we receive a claim from a person who has lost a bond or haj 
it destroyed, we establish first the fact a bond has been issued in his 
name and then check the register to see if it has been redeemed 
If the register shows it has been redeemed, we will check the micm.- 
film record. The microfilm record is not in sequence, but we cay 
locate that item from index records which we have, examine the film. 
and determine if perhaps it was redeemed by someone other than the 
owner, which may establish the fact it was a forgery case. 

Mr. Gary. You say in your justifications: 

To do this the Bureau has maintained 2 microfilm records of series E bond 


issues, 1 alphabetical by the name of the owners as inscribed on the face of the 
bonds, and the other by serial number of the bond itself. 


Mr. Merrirr. I perhaps did not understand your question. | 
thought you were speaking of the verification of the postings to the 
numerical registers. This involves the registration of the stubs. 

Mr. Gary. Why can you not handle both in one operation? 

Mr. Merritt. You are speaking of the registration of the stubs 
or the retirement of the bonds? 

Mr. Gary. You have asked for funds to restore the service of veri- 
fying the manual posting of retired bond serial numbers. Why 
cannot the verifying and posting be done in connection with the 
microfilming system? 

Mr. Merrirr. When the bond is sold we take the stub and key- 
punch in the name or code for the name of the owner and we mechani- 
cally sort those alphabetically and get them in such shape that we 
can take a microfilm of all sales made during a 6-month period. 
That is one phase of microfilming. 

After we complete that we sort the registrations numerically and 
film those. We do that because in many cases you may have the 
serial number of the bond you have lost and you give us your name 
and the serial number and the month it was issued and it is easier 
to go to the numerical microfilm and find that than it is to go to the 
alphabetic registration file. 

Our numerical registers, which involve manual postings and manual! 
verifications, are large books with pages containing 500 numbers. 
For instance, this page covers bonds bearing serial numbers in $25 
denomination from 500,001 to 500,500. From a group of bonds 
redeemed we develop a machine listing and from this machine listing 
we find that bond 500,500 was redeemed, and is in case No. So-and-so. 
The clerk takes that listing and posts the case number as the reference 
number and whether it was a straight redemption or some other kind 
of transaction. 

When you submit a claim for a bond you have lost we go to the 
microfilm record and find it is bond so-and-so. Perhaps you do not 
have the number. From the alphabetic microfilm record we establish 
the fact you did buy bond so-and-so. Then we go to the numerical 
register and we look in this frame and find it has been redeemed. 
One record establishes the fact the bond was sold, and another record 
establishes the fact it was retired. 

In the manual posting perhaps the clerk made a mistake and posted 
it in the frame above. In that case it would have been an open item 
and perhaps in time we might issue a duplicate bond in error. This 
manual verification of the postings in the register is to see that the 
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item was correctly posted and that we have reasonable confidence in 
the fact that bond was retired. 

Mr. Gary. You do not think it could be done by microfilming 
alone? 

Mr. Merrirr. I do not believe it is entirely feasible. Over the 
past 8 years I do not believe there is any activity in our shop we have 
devoted as much attention to as the handling of registration of sales 
and retirements of savings bonds. We are making studies to see if 
we can, through electronic measures, get this issue information on 
tape and perhaps the retirement information on tape. That will 
probably take several years. 

Mr. Gary. You do not think you could get both on film? 

Mr. Merrirr. No. We perhaps have 5,000 images on a reel of 
film. When the registration cards are filmed we subsequently destroy 
the cards, but they are fixed on the film and there is no way of cutting 
or splicing them to relate the information. 

It might be interesting to know we are approaching 1,700 million 
registration stubs in our files. Approximately 1,600 million have now 
been filmed. 

Mr. Gary. For what period of time do you keep those records? 

Mr. Merritt. These films will be kept from now on out. We will 
have to watch them very carefully and reproduce them if there is any 
sign of deterioration, because there will be claims coming perhaps for 
the next 50 years, and we must have in our files some records to 
protect the Government and to protect the owners. 

Mr. Gary. They are permanent, then? 

Mr. Merritt. Yes. We destroy the basic registration cards. 

Mr. Gary. How long do you keep them? 

Mr. Merrirr. Until we have sorted them in a 6-month file and 
filmed them. 

Mr. Gary. You film the registration cards so that when the cards 
are destroyed you still have the film? 

Mr. Merrirr. That is correct. We are able, through filming, to 
utilize 1 square foot of space where it required perhaps 100 square 
feet to store the original registrations. 

Mr. Gary. How many square feet are you utilizing now for film 
altogether, do you know? 

Mr. Merritt. In our archives we have about 700,000 reels filed. 
Not over 10,000 or 12,000 feet are devoted to the storage of the reels. 


VOLUME OF SAVINGS BOND TRANSACTIONS 


Mr. Gary. Mr. Kilby, tell us something about your savings bond 
activities during this year and the next year. 

Mr. Kixtsy. I expect that Mr. Shreve, when he comes before you, 
which I understand will be on Friday, will be better able to tell you 
what the program is and what the hopes are in the way of sales than I 
can. 

Mr. Gary. Will he have all the figures? 

Mr. Kirtsy. He will not have them, but I will be with him and I 
will have them. So you can have them now or you can have them 
at that time. 

Mr. Gary. He will discuss largely the program for sale? 

Mr. Kinpy. That is right. 
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Mr. Gary. Suppose you give us now the information you have. 

Mr. Kiuisy. The series E bond is the one which constitutes the big 
volume. 

Mr. Gary. That is not negotiable? 

Mr. Krispy. Not negotiable and not transferable. 80 million of 
E bonds were sold in fiscal 1953; 84 million in 1954; and in the first § 
months of this fiscal year 42 million have been sold, which is just 
about on our estimates. It may be running slightly higher than our 
estimate as contained in the budget on the “Pieces sold” side. 

On the “pieces redeemed”’ side there were 83 million in 1953; 8% 
million in 1954; and 46 million in the first 6 months of the current 
fiscal year. So that our redemptions are running at a rate somewhat 
higher than the estimates on which we are operating this year. That 
is one factor in my statement which you referred to earlier that we 
are not now certain of being able to get through the present vear 
with the funds available. 

Mr. Gary. You appear to have been reading the figures which you 
just gave us from a table. Will you please insert the table in the 
record? 

Mr. Kuixpy. I will be happy to. 

(The table referred to is as follows:) 


United States savings bonds, serves E—Monthly sales and redemptions, fiscal years 
1953, 1954, and 1955 (based on unaudited reports) 


al 
Pieces sold Pieces redeemed 


| 





Month - ——-— ———_—_____— aoe . ikiediedctceieeens 
1953 | 1954 1955 | 1953 | 1954 1955 


i shed , 258, 787 7, 109, 259 6, 595, 782 | 7, 612, 404 | 
Don <a cade oman -...--| 5,854, 765 6, 670,575 | 7,021,099 | 7,091,874 
eee eee , 199, 793 6, 841,923 | 6, 673, 657 6, 752, 218 | 
CONDE einiivi nds cneis snd 6, 635,749 | 6,953,663 | 6,674,203 | 6, 943, 663 
November. ----- -| 5, 466, 184 | 6, 626,063 | 6,788, 151 5, 490, 440 711, 610 , 200, 004 
December ‘ -| 7,205,538 | 7,378, 518 | 4 908, 542 4, 587, 560 746, 705 575, 000 


262,139 | 8, 000, 000 
283, 341 8, 000, 000 
456, 013 , 500, 000 
040, 974 , 000, 000 


NOEANAND 


Subtotal July—Decem- 

OE TE, on ceinad de ene® 37, 620, 816 | 41, 580, | 001 | 41, 661, 434 | 40, 478, 159 | 42, 500, 782 , 275, 000 

IEG iocececc citi nine a , 649, 205 | 7, 181, 6, 915, 568 7, 256, 095 Rbbbeounwces 

NE cg oie, 3, 287,949 | 6,874, 886 | 6,279,134 | 6,886, 683 

Bonin cots seseeoe ; , 805, 792 | 8, 175, | 7,581,267 | 8,382,317 |_-..--- 
a canna Gaines , 172,032 | 6,894, § | 7,142, 602 7, 751, 850 

ee eee eee ae --| 6,513,971 | 6,759, 14¢ 7, 108, 069 7, 340, 200 |. 

ee eee 7, 524, 539 | 6, 190, 558 | 





Subtotal January-June 
a 2, 315, 831 | 42, , 688, § | 42,5 51, 179 | 43, 807, , 703 | 


Total__..-- __....---2..| 79,936, 647 | 84, 268, 964 |. __....| 83, 029, 338 | 86, 308, 485. 








WORK BACKLOG IN REGIONAL OFFICES 


Mr. Kiisy. We have had to discontinue two of our operations on 
savings bonds in Chicago temporarily. One is the verification of the 
postings on retirement which was just discussed. The other is the 
numeric sorting and filming of the bonds sold. That is the film Mr. 
Merritt described. We have had to discontinue those for the time 
being. 

Also, we have been obliged to assume that that operation will con- 
tinue to be backlogged in 1956 in order to come within the $44,700,000 
of the 1956 estimate. 

I might also say that in one other operation, which is the audit 
and verification of paid bonds in our regional offices—of which there 
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are 3, 1 in New York, 1 in Chicago, and 1 in Cincinnati—we presently 
have a backlog of about 15 days’ work which we are making gains on. 
We ought to have it current within the next couple months. 

Those are three areas in which we are presently operating in a back- 
log condition, We are hoping we will be able to clear those up and 
complete the fiscal year within the funds that are available. 

I might say our obligations for the first 6 months have run about 
51 percent of the appropriation for the year, so you can see we are 
sticking pretty close to it. 


INCREASE IN THE PUBLIC DEBT LIMIT 


Mr. Gary. Mr. Kilby, you discussed the question of the public 
debt. The President has suggested in his message that it will be 
necessary to ask for an increase in the debt limit for the next year. 
Has it been determined exactly what request will be made by the 
administration in that respect? 

Mr. Kitsy. I am not certain about that, Mr. Gary. I have not 
heard any specific amount suggested. That, of course, will be sub- 
mitted by the Secretary at the appropriate time. 

Mr. Gary. What is your estimate of the amount we will exceed the 
limit during 1956? 

Mr. Kirtsy. That is a $64 question, Mr. Chairman. It is really 
a question that should be put to Mr. Burgess or the Secretary, I 
think, if I may be excused from making an estimate at this point. 


OWNERSHIP OF THE PUBLIC DEBT 


Mr. Gary. At the hearing on Monday I stated that I would ask 
for certain tables showing the distribution of the public debt at the 
present time. Do you have those tables? 

Mr. Kitsy. Yes, Mr. Chairman. I have a table showing the 
ownership of the public debt as of February 28, 1946, December 31, 
1953, and November 30, 1954. 

Mr. Gary. That will be inserted in the record at this point. 

The material referred to is as follows:) 


Ownership of the public debt 


{In billions of dollars} 


| 
Change 
Feb. 28, Dec. 31, | Nov. 30, since 
1946 1953 | 1954 | Dec. 31 
| 1953 





Nonbank investors: 
Individuals | 
Insurance companies and mutual savings banks... - 
Nonfinansial corporations.........................- 
State and local government and miscellaneous...-- - 


Total nonbank 


Banks: 
ee ee = 
Federal Reserve banks 


ee ee a tilect a pda koe weis i 
. 5. Government investment accounts 





Total 





gp 


' Preliminary estimate. 
58681—55 
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INVESTMENT OF TRUST FUNDS 


Mr. Gary, I also stated that I would ask for a table showing the 
investment of trust funds held by the various Government agencies, 


Do vou have that table? 


Mr. Kizgy. Yes, sir; and I will be glad to insert it in the record, 


Mr. Chairman. 
Mr. Gary. Please do so at this point. 
Mr. Kixsy. Yes, sir. 
(The matter referred to is as follows:) 
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ISSUES MATURING IN FISCAL 1956 


Mr. Kixsy. In addition, I will add a statement of the public debt 
outstanding which will mature in fiscal 1956. 


Statement of public debt outstanding which will mature in fiscal year 1956 based on 
latest audited figures in the accounts of the Bureau of the Public Debt 


Description of loan or issue : 
I loan or issu interest | standing 


. | 
Rate of Date of issue Payable Amount out- 
| 


Public issues: 
Marketable obligations: | | 
Certificates of indebtedness: Percent 

Series D-1955 14% | Aug. 15, 1954_.| Aug. 15, 1955_ $8, 481, 552, 000 

Series E-1955_.- ieee 1% | Dec. 15, 1954._| Dec. 15, 1955_ - 5, 352, 033, 000 


Total, certificates of indebted- 
ness. 


Treasury notes: | 
Series B-1955____- baie 4 | Dec. 15, 1950__| Dec. 15, 1955_- 53, 792, 000 
Series E A-1956_-_------ 2 | Apr.1,1951...| Apr. 1, 1956. --| , 043, 000 





Total Treasury notes....._..___|_-- : : , 835, 000 
Postal savings bonds: 49th series_____| 4 ; } 5 , 744, 000 
Total, marketable obligations. _--- panel : , 164, 00 
Nonmarketable obligations: 
Treasury savings notes: 
Series A-1955_....___- .88 | July-Decem- | July-Decem- , 272, 60 
| ber 1952. ber 1955. | 
Series A-1956 | January-April | January-April | . 576, 500 
| 1953. | _ 1956. 
| July-Septem- | July-Septem- | , 989, 400 
ber 1953. ber 1955. 
Series C-A-1055...........-.. ; September | September 555, 339, 7M 
and October | and October 
1953. 1955, 


Series B-1955__- 


Total, Treasury savings notes Jn alia odietieaaneion | , 178, 20 
Depositary bonds, first series______- July 1955-June | 515, 00 
1956. 





Total, nonmarketable obligations id a ae “aan , 693, 20 


Total, public issues -_- - _--------| 23,821, 857, 200 


Special issues: 
Canal Zone postal savings system: | 
Series 1956 (notes) - Sibel : Jan. 28, 1952 
Civil service retirement fund: 
Series 1956 (notes) ae | June 30, 1951_.|____-do_- 839, 
Series 1956 (notes) _. es a : Jae... | = | 3, 408, 
Farm-tenant mortgage insurance fund: 7 Nov. 26, 1951__| Dee. 31, 1955 250, 
Series 1955 (notes). | | 
Federal Deposit Insurance Corporation: r | Dee. 1, 1950___| Dec. 1, 1955___} 3, 000, 
Series 1955 (notes). | | 
Federal Savings and Loan Insurance ; June 30, 1952 June 30, 1956. 2, 000, 
Corporation: Series 1956 (notes). 
Foreign service retirement and disability 
fund: 
Series 1956 (notes) i a : : £. ; 2, 436, 
Series 1956 (notes) _- : 3 ‘ a aie aiihdes 101, 
National service life insurance fund: ‘ é Mae 792, 000, 
Series 1956 (notes). 
Railroad retirement account: Series 1956 : ; - Pes, ‘ 443, 729, 
(notes). 


June 30, 1956__| 550, 


Total, special issues (notes) Sab aie a peace ee 2, 629, 313, 


Total, interest-bearing debt out- |- ‘ sci usakitaateene 26, 451, 170 
standing, exclusive of savings 
bonds, maturing in fiscal year 1956. | 


1 The figures used were taken from the reports of the Treasurer, United States, through Jan. 6 and 10, 195° 


Note.—The above table includes all securities, except savings bonds, which mature in the fiscal yea! 
1956. It does not include those securities, the maturity dates of which are subsequent to the fiscal yea 
1956, redeemable on demand at option of owner o1 on call by the Secretary of the Treasury. No estimat' 
is included for debt refundings occurring in the latter half of fiscal year 1955 which may carry maturity 
dates in 1956, 
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LOWER TOTAL INTEREST PAYMENTS IN 1956 


Mr. Gary. I notice that the budget estimate shows a lower figure 
for interest payments during 1956, notwithstanding the interest rates 
have been increased in certain of our refunding operations. Will you 
explain that? 

TIMING OF PAYMENTS 


Mr. Kirtsy. That is because there have been certain refunding 
operations which have involved the payment of a full year’s interest 
in 1955, at substantially higher rates than the new securities issued, 
which has tended to increase the total amount of interest payable 
during the year to a higher figure than will be the case in 1956. It is 
just the mathematics of the interest payment dates on some rather 
substantial issues. 

Mr. Gary. It does not, then, represent any difference in the interest 
that the Government is actually paying? 

Mr. Kitspy. No, sir; it is a matter of distribution. 

Mr. Gary. It is paid in another year instead of 1956? 


LOWER AVERAGE RATES 


Mr. Kitpy. That is right. I may just say, at this point, that the 
average interest rate on the total interest bearing debt on December 31, 
1954, was 2.291. The comparable figure a year ago was 2.414. So, 
there has been some reduction in the average interest rate during this 
12 months’ period. 

Mr. Gary. Has there been any reduction in 1954 as compared 
with 1953? 

Mr. Kinsy. That is the reduction that I mentioned, Mr. Chairman, 
from a rate of 2.414 a year ago to 2.291 now. 

Mr. Gary. Do you have a table showing those averages over 
period of time? 

Mr. Kitsy. I have a table, Mr. Chairman, which shows the com- 
puted rate of interest and the computed annual interest charge and 
the amount of interest bearing debt outstanding at the end of each 
year from 1916 to date. 

Mr. Gary. Yes. We will insert that table in the record at this 
point. 

(The matter referred to is as follows:) 





Amount of interest-bearing debt outstanding, the computed annual interest charge, 
and the computed rate of interest at the end of each fiscal year from 1916 to 1937 
on basis of monthly public debt statements, and from end of the fiscal year 1938 
to date on basis of daily Treasury statements 


End of June 30: 
1916 


1930 
1931 
1932 
1933 
1934 
1935__- 
1936...-- 
1937 
1938__. 
1939___. 
1940__. 
1941_- 
1942 
1943__- 
1944 
IPOD ces. 
1006: ...5-- 
1947... 
1948__- 
1949__ 
1950__- 
1951 
RUE. eam 
1953... 
1954 


1955: Month ended: 


July 

August sie 
September -__- 
October._..- 
Novem ber 
Decem ber 


| Interest-bearing | 


debt 


] 


$971, 562, 590 | 


2, 712, 549, 476 
11, 985, 882) 436 
25, 234, 496, 273 
24, 061, 095, 361 
23, 737, 352, 080 
22, 711, 035, 587 
22, 007, 590, 754 


20, 981, 586, 429 | 


20, 210, 906, 251 


19, 383, 770, 860 | 


18, 250, 943, 965 
17, 317, 695, 096 


16, 638, 941, 379 | 


15, 921, 892, 350 
16, 519, 588, 640 
19, 161, 273, 540 
22, 157, 643, 120 
26, 480, 487, 920 
27, 645, 229, 826 
32, 755, 631, 770 
35, 802, 586, 915 





, 575, 925, 880 | 


, 885, 969, 732 
, 376, 495, 928 


, 387, 399, 539 | 


, 968, 418, 098 
35, 380, 305, 795 
9, 543, 355, 301 


, 356, 615, 818 | 


, 110, 872, 218 
, 113, 412, 039 
50, 063, 348, 379 
, 761, 636, 723 


5, 209, 353, 372 | 


252, 851, 765, 497 
256, 862, 861, 128 


33, 946, 017, 740 | 


58, 909, 766, 654 


58, 680, 527, 925 | 
72, 692, 863, 430 | 


272, 439, 703, 079 


76, 399, 582, 200 | 


76, 511, 091, 984 
75, 730, 941, 609 


Computed an- 
nual interest 
charge 


$23, 084, 635 
83, 625, 482 
468, 618, 544 
1, 054, 204, 509 
1, 016, 592, 219 
1, 029, 917, 903 
962, 896, 535 
927, 331, 341 


876, 960, 673 | 


829, 680, 044 


793, 423, 952 | 


722, 675, 553 
671, 353, 112 
656, 654, 311 
606, 031, 831 
588, 987, 438 
671, 604, 676 
742, 175, 955 
842, 301, 133 
750, 677, 802 
838, 002, 053 
924, 347, 089 
947, 084, 058 
1, 036, 937, 397 


1,094, 619, 914 | 
1, 218, 238, 845 | 
1, 644, 476, 360 | 


2, 678, 779, 036 
3, 849, 254, 656 
4, 963, 730, 414 
5, 350, 772, 231 
5, 374, 409, 074 
5, 455, 475, 791 
5, 60. 

5, 61 


| 





4, 

5, 929, 714 | 
2, 676, 516 | 
5, 739, 615, 990 | 
5 981, 357, 116 | 
8 430, 991, 316 | 
6, 298, 069, 299 


6, 271, 228, 343 | 
6, 250, 182, 018 | 


6, 315, 437, 797 


| Computed 


rate of 
interest 


——— 


Percent 


1 On basis of daily Treasury statements. (See heading). 

Note.—For monthly figures from June 1916 to June 1929, see report of the Secretary of the Treasury for 
1929, p. 509; from July 1929 to June 1936, see report of the Secretary of the Treasury for 1936, pp. 442 and 
443. For monthly revised figures covering subsequent fiscal years, see reports of the Secretary of the 
Treasury for the respective years. ‘‘Interest-bearing debt’’ figures include discount on Treasury bills 
amount being deducted prior to calculating the average interest rate. 


TENURE OF COMMISSIONER 


Mr. Gary. Mr. Canfield. 

Mr. CanFIreLp. Commissioner Kilby, I always like to begin my 
examination of you with this question: How many years have you 
now been in the Federal service? 

Mr. Krispy. Thirty-seven years, Mr. Canfield. 

Mr. CanrieLp. Thirty-seven years? 

Mr. Kiusy. Yes, sir. 

Mr. CanrreLp. How long have you been Commissioner of the 
Public Debt? 

Mr. Kixsy. I am in my 10th year now. 
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LATEST FIGURE ON PUBLIC INDEBTEDNESS OF THE UNITED STATES 


Mr. CanrireLp. Mr. Commissioner, just to recapitulate, what is 
the latest figure on the public indebtedness of the United States? 

Mr. Kitsy. The total debt, subject to limitation, on December 31, 
1954, was $278,255,899,397.59. 


PRESENT LEGAL LIMITATION ON DEBT 


Mr. Canrretp. And the present legal limitation on the indebted- 
ness is what? 

Mr. Kiresy. $281 billion. It will be reduced to $275 billion on 
June 30, 1955, under the existing statutes. 


INTEREST FOR 1956 


Mr. Canrietp. What is the amount of interest projected in your 
present estimates for the fiscal year 1956? 
Mr. Kitey. $6,300 million is the estimate for 1956. 


HIGHEST DEBT LIMIT HISTORICALLY 


Mr. Canrretp. The highest legal limitation on the public debt, I 
believe, was in 1946, and it was $300 billion at that time. 

Mr. Kitpy. We had a $300 billion limit at the end of the year, but 
the limit was computed differently than it is at the present time. At 
that time the savings bonds were taken in at their maturity value, 
In that statute which reduced the limit to $275 billion it provided that 
savings bonds would be carried at their current redemption value. 


REIMBURSEMENT TO FEDERAL RESERVE BANKS FOR SERVICES 


Mr. Canrretp. Mr. Kilby, in your statement today you tell us 
that you are calling for the amount of $21,962,200 for reimbursement 


+ to the Federal Reserve banks for services performed as fiscal agents 


of the Treasury in the issue, service, and retirement of all securities, 
and for payment of fees to commercial banks and other financial 
institutions for paying savings bonds. 

Do you have that broken down into unit costs? 

Mr. Kitsy. That will be found in the tables on pages 82 and 83; 
however, those are just covering savings bonds, Mr. Canfield, and 
there is no table of marketable securities. 

Mr. CanrieLp. You told us last year that the qualified paying 
agents received 15 cents each for the first 1,000 savings bonds redeemed 


)in a calendar quarter and 10 cents each for all bonds over 1,000 


redeemed by the agents in a calendar quarter, the average being 
about 12.4 cents per bond. 

Mr. Kitsy. That is correct, and that is still about right. 

Mr. CanFietp. That is still right? 

Mr. Kixsy. Yes, sir. 


PROGRESS IN DECENTRALIZATION 


Mr. CanrigLp. Mr. Commissioner, is your work still pretty much 
centralized here in Washington? In other words, what decentraliza- 


tion has there been, if any? 
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Mr. Krispy. There has been no change whatever in physical loca- 
tion for several years. At the present time all transactions in savings 
bonds after issue are conducted outside of Washington. The main 
operation is located in Chicago. We have three regional offices—in 
New York, Chicago, and Cincinnati—which receive paid savings 
bonds from the Federal Reserve banks, audit them, and charge the 
value of the redemptions to the Treasurer’s account. They prepare 
lists of the serial numbers of the bonds in those offices and transmit 
them to the Chicago office, where those retirements are posted in 
these big registers which were mentioned earlier. 


LOCATION OF FILM RECORDS 


Mr. CanrFievp. The film records that have been described here 
today are located where? 

Mr. Kirtsy. We have a security point where the master record of 
these films is maintained. Copies of the filmed issue records are 
used as working tools in our Chicago office, and also films of the 
retired bonds are also maintained as working tools in the Chicago office. 


SAVINGS EFFECTED THROUGH MANAGEMENT IMPROVEMENT PROGRAM 


Mr. Canrietp. I have been very glad to note, along with the 
chairman and other members of the committee, the savings that you 
have been making. You point out in your statement that during 
the last 5 years you reduced your manpower by 2,400 positions. | 
know that you have elaborated on that situation in your justifica- 
tions which are now before us, but I wonder if at this time you would 
briefly tell us some of the major things you have been able to ac- 


complish leading to this reduction. 

Mr. Kiutsy. We have maintained for quite a number of years, as 
you know, a management improvement program under which many 
projects have been slated for study and have been studied. A great 
many of them have been adopted with savings running all the way 
from a few hundred dollars up to as much as several hundred thousand 
dollars. 

The last project of substantial magnitude which we adopted was 
to take the audit of paid savings bonds out of the Federal Reserve 
banks and put that work in the three regional offices. 

That operation was completed last summer. It was estimated 
to save about $800,000 a year. The present indications are that it 
will not save that much money, but that it will save, we feel, a half- 
million dollars a year and possibly more as soon as this backlog 
has been cleaned up and they are on a current operating basis. 

I might ask Mr. Heffelfinger if he would like to mention 4 or 5 more 
of the rather notable improvements that we have made through this 
management improvement program of ours. 

Mr. Herre Fincer. One of the ones, Mr. Canfield, of which we are 
particularly proud was the utilization of electronic principles in verify- 
ing the redemption of unfit currency. 

Early in 1952, after having worked with the Bureau of Standards 
for several years, we installed a battery of machines which we used for 
counting about 80 percent of our unfit United States currency, pal- 
ticularly the $1 silver certificates. That installation saved us about 
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$225,000 a year, and enabled us to reduce the force by about 70 em- 
ployees. 

For many years it had been our practice to give our marketable se- 
curities and interest coupons a final audit after we had held them in 
custody for about 5 years. We discontinued that operation, and 
thereby saved about $75,000 and 25 people. 

The savings bonds operation which we perform in our Chicago 
departmental office, because of its size has been a fertile field for man- 
agement improvements. I just cannot recall at the moment any 
particular ones because there have been so many of them which have 
been developed under the management improvement program. 


DISCONTINUANCE OF SAVINGS BOND SALES IN POST OFFICES 


Mr. CanFreLD. Mr. Commissioner, it has been stated to the com- 
mittee in prior testimony that the estimated savings under the manage- 
ment improvement program will amount to $1,800,000 as a result of 
the discontinuance of the sale of savings bonds at certain post offices. 
Are these savings reflected in your presentation here? 

Mr. Kitpy. Yes, sir, those are very definitely reflected in our 
presentation, Mr. Canfield. 

You may recall that a little over a year ago the decision was reached 
to discontinue the sale of savings bonds in post offices in communities 
where there were other issuing facilities available, principally banks 
and other financial institutions that were qualified. 

Since that time the number of post offices which still sell savings 
bonds has continued to dwindle until the number is down to about 
1,800 post offices. There were about 24,000 post offices that were 
selling bonds a little over a year ago. We were paying the post offices 
29.7 cents for each bond that they issued for us. So, we have been 
able to derive a very substantial savings through eliminating that ex- 
pensive issue operation. 

Mr. Gary. You do not pay the banks aything? 

Mr. Kitpy. No, sir; we do not pay the banks anything. 

Mr. Gary. Or the other agencies? 

Mr. Kixtsy. No, sir; the issuing operation is on a voluntary basis 
so far as banks, corporations, and other private agents are concerned, 
with no money paid from appropriated funds except in the case of the 
Post Office Department and Federal Reserve banks. The Army takes 
care of their own issues and the Navy takes care of their issues. The 
Post Office and the Reserve banks are tbe only organizations that we 
have been paying over the life of the program. 

Mr. CanrFietp. I suppose, as a matter of convenience, however, in 
localities where banking facilities are not readily available you are 
continuing the sale in some post offices; is that true? 

Mr. Kitsy. That is true, Mr. Canfield, and these 1,800 post offices 
which are still issuing bonds as of today undoubtedly are the smaller 
offices in sparsely populated communities where people who want to 
buy bonds find this a convenient way to buy them. 


SALE OF SAVINGS STAMPS IN POST OFFICES 


Mr. Canrretp. Are savings stamps still being sold in all the post 
offices of the United States? 





142 


Mr. Krispy. Savings stamps are still being sold on the same scale 
through the same post offices and other outlets as they have been, 
The actual number of stamps sold in the fiscal year 1954 was 89 million 
pieces. The estimate for this year is 97 million pieces, and the esti- 
mate for next year is 99 million pieces, running in denominations from 
10 cents up to $5. 


POSTAL SAVINGS BANK OPERATION 


Mr. CanFrieLp. Mr. Commissioner, do you understand that the 
Post Office Department still operates a postal savings bank operation? 

Mr. Kiisy. There has been a rather substantial reorganization in 
the Post Office Department, and I am not sure, frankly, as to exactly 
what they are doing now. 

I know that they have been anxious to get out of the savings bond 
business to the extent that they properly could. 

Mr. Gary. But it is still possible to open up a postal savings 
account; is it not? 

Mr. Kitpy. Those accounts are still maintained, I am sure. 

Mr. Gary. That is what I think. 

Mr. Kixisy. As of December 31, 1954, there was on deposit in the 
United States Postal Savings System the amount of $2,333 million. 

Mr. Canrietp. And the interest paid thereon is what? 

Mr. Kitsy. Two percent. 

Mr. Herrevrincer. I think in Mississippi it has to be 1% percent 
by law. 

Mr. CanFieLp. Because of State law? 

Mr. Herretrincer. Yes, because of State law. 

Mr. Gary. That is a little less than you pay on the E bonds. 


Mr. Kitpy. That is correct. The E bonds pay the full 3 percent 
if they are held for the full 9 years and 8 months to maturity. 


VOLUME OF LOST BONDS 


Mr. Canristp. Mr. Commissioner, there was some discussion 
about lost bonds, and I desire to ask this question: Is the number 
of losses increasing, as reported to the Treasury Department? 

Mr. Kixusy. I would say that our number of losses has been rather 
gradually declining. We are getting in the neighborhood of 70,000 to 
75,000 claims a year right now, and those come from people in all 
walks of life, and they involve every conceivable type of circumstance. 

When you consider that we have nearly 500 million savings bonds 
outstanding, it is only natural that a certain small percentage of them 
would be misplaced or lost under various circumstances. 


STOCK PAPER FOR BONDS 


Mr. Canrrexp. In these requests which are before us, is there any 
money for the purchase of stock paper for the issuance of bonds? 

Mr. Kixsy. No, sir. We buy it indirectly through paying for the 
finished product. The Bureau of Engraving and Printing under their 
present type of operation determines the proper unit cost to charge 
us for the securities delivered to us, which includes the cost of the 
paper. 

Mr. Canrietp. That is all at this time, Mr. Chairman. 
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PUBLIC DEBT VERSUS PUBLIC INVESTMENT 


Mr. Sremrnski. Mr. Kilby, around Wall Street, does one often 
hear the word debt used when there are stock transactions? Does 
industry refer to the buying and selling of stocks as a ‘“debt’’ or as 
“nvestments’”? I am leading up to a point here. This is more or 
less of a rhetorical question. Why then, if we rarely hear the word 
“debt”? used around the exchange and in industry do we hear it so 
often in connection with our Government? Especially when it issues 
securities like Wall Street? Government securities bring a return. 
Why can’t we refer to the public investment as readily as we do the 
public debt? 

Do you not think you would get a greater response to our fiscal 
position, with more understanding of it, and with less hysteria about 
the public debt if we could refer, instead of to the word debt, to 
“public investment’”’? 

Mr. Kitpy. The term public debt is a historical term which has 
been used for a great many years, and I[ think that most people are 
inclined to think of the obligations of the Government, as expressed 
by its securities which are issued, in that fashion. 

We have, however, used the term “‘investment”’ to quite a consider- 
able extent in our savings bonds program, which is, of course, a 
relatively modern program, as contrasted with the historical public 
debt operations which have been going on since 1790. 

Mr. Sremrnskt. Precisely, but you and I have been witnesses to 
the fact that in the last campaign the term “public debt’’ was used 
as a vehicle of fear, to engender votes one way or the other, a vehicle 
to make people sure that there was something tragic about the 
financial situation of this Government. 

In industry, debt, incidental to the operation of industries, is taken 
as a matter of course, provided that the debt is managed properly, 
that it is in propotion to income, that it does not affect adversely the 
profit picture. Here, we saw the taking of an expression like ‘‘public 
debt” and its use in a campaign to frighten people and possibly shake 
their confidence in our institutions and way of life. 

One would think that coupled with an expression of debt should 
be its relation to our gross national product. That was not often done. 

Granting that we are talking about a very refined, and, in a sense, 
a very special phase of our Government operations when we use the 
term public debt, and granting also, that people might not be too 
interested in gross national product, except as they see it reflected in 
their pay and their pockets, I should like to mention the possibility 
of the eventual elimination of the reference to public debt by the 
phrase “public investment,”’ which is, in effect, a signal of the people’s 
confidence in the operation of their Government. 

_ Should the words “public investment” be accepted by the great 
institutions of this country and its citizens, it is less likely that panic 
and fear will seize hold. 

When one buys a share of General Motors stock, let’s say, that 
corporation is ate through its brokers, to honor that invest- 
ment, unless, of course, there is bankruptcy. When one buys a 
Government bond, an obligation of the United States Government, one 
receives a certificate for it, as he does from General Motors when he 
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buys a share of their stock. Wall Street does not generally list this 
buying of stock as a debt, but more as an investment. It is a share oy 
which it is hoped dividends will be paid. It is an investment which on 
can offer to banks, take to them as collateral. Yet when one deals wit) 
something as sensitive as the extension of credit to the Government. 
the word ‘“‘debt”’ is slapped across our face. 

In both cases, the people who buy these stocks, bonds and securities 
buy them to get a return on their investment, which they do from Wall 
Street, and from Uncle Sam. If you knock out the word “debt” in 
connection with Government operations you might well perform, a 
great service to all concerned at home and abroad. There’s bounce to 
“investment,” and drag with slow down to “‘debt.” 

Mr. Kixipy. I am glad to have your observations, Mr. Sieminski, 


INVESTMENTS IN FEDERAL SECURITIES BY FOREIGN COUNTRIES 


Mr. Sremrinski. The other question is, do you list anywhere, sir, 
by foreign countries, their investments in our public debt? 

Mr. Kixisy. I do not believe that we have any figures that are of 
too much value on that. I believe that there are some figures on that 
which are obtainable at the Federal Reserve Board, and I will be 
very glad to check on them, and if they are available, I will be glad 
to insert them. 

However, much of this debt that is in foreign quarters is in bearer 
obligations which pass by delivery and, of course, we have no record 
of the current ownership of those securities. 

Mr. Steminski. The reason for my question, Mr. Kilby, is because 
during the Korean war there was a great amount of accusation brought 
against our public officials about being afraid to go on into Manchuria, 
and extend the Pacific war. 

I wonder how much pressure was brought to bear by foreign 
investors against Uncle Sam, in the sense of saying that if you extend 
this war we are pulling our investments out of your Government, 
then you will really have to go it alone, not only as to soldiers on the 
battlefield, but you are going to have to pay us off as we bail out. 

I think it would be a good thing for the American people to know 
to what extent foreigners are in our market, not only through trade 
with them, but specifically in the area of the public debt, or investment. 
We do not know what veiled threats might again be used against us, 
as might have been used had we extended our Pacific operations into 
Manchuria. 

I think that is all I have, Mr. Chairman. 

May I have permission to revise and extend my remarks? 

Mr. Gary. Yes. 

(The following statement was supplied later:) 

Data on foreigners’ holdings of Federal securities are incomplete. However 
reports are obtained from commercial banks in this country on transactions 10 
Government securities for the account of foreigners and international organiza- 
tions. Based on these data holdings of Federal securities by foreigners are esti- 
mated at over $6 billion. About one-fourth of these are in the form of non- 
interest-bearing notes to the International Monetary Fund and most of the 


remainder is in the form of short-term Treasury bills and certificates of indebted- 
ness. 
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PUBLIC DEBT OUTSTANDING AND INTEREST EXPENDITURES 


\ir. Witson. Mr. Kilby, can you supply for the record, and a copy 
for me personally, a table showing the amounts of the public debt and 
and the interest on.same for the fiscal year ending June 30, 1912, 
and each fourth year thereafter, up to and including 1956? That is, 
an estimate for 1956. Also can you give me that graphically showing 
the pyramiding of the debt and the pyramiding of the interest upon it 
in the same column, year by year, and on the same scale? 

\r. Kinny. Those are both in figures, that is the dollar amounts, 
the dollar amount in figures and the interest? 

\Ir. Witson. That is correct. 

Mr. Kirtsy. You realize, of course, that it is going to be somewhat 
difficult—— 

\lr. Witson. I would like to have a bar graph showing the interest 
pyramided on top of the debt with, perhaps, a little separation so 
that it could be distinguished. I wonder if it could not also be shown 
by line graph? 

\fr. Kinpy. We can have those prepared, Mr. Wilson. 

This is going to show about $1 billion in 1912, about $29 billion in 
1919 after World War I with a gradual drop until 1930 to about $16 
billion, and then zoom upward. 

Mr. Witson. That is exactly what I want. 

Mr. Kinpy. All right. 


(The matter referred to is as follows:) 
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LONG-TERM BOND ISSUE 


Mr. Murray. I am not too clear, Mr. Kilby, on this long-term 
maturity bond issue. What is the primary reason for having a long- 
term bond issue rather than a short-term bond issue; would you say? 

Mr. Krispy. This bond issue is one which is of a maturity and at 
a rate of interest which should appeal to many individuals investing 
funds, who are seeking a good sound permanent investment. 

As mentioned earlier, this should appeal very much to pension and 
retirement funds, to endowment funds and insurance companies and 
other institutions and organizations that like to put a certain part of 
their portfolio in some good sound security with a reasonable return, 
where they can just invest their money and collect the interest each 
§ months, and they have no investment problem in connection with it. 

Mr. Gary. May I break in for just a moment, Mr. Murray? 


Mr. Murray.: Yes, surely. 
Mr. Gary. You stated that the subscriptions start on these bonds 


3 when? 
s Mr. Kinny. The subscription books opened yesterday morning, 
< and they close tomorrow night. In other words, investors will have 
5 3 days in which to enter their subscriptions for this offering. 
a? Mr. Gary. That is all; go ahead, Mr. Murray. 
“4 Mr. Murray. To make a long-term bond attractive you have to 
7 give a better interest rate than you would on a short-term bond; is 
that correct? 
; Mr. Krispy. Yes, that is correct. The trend of the market nor- 
3 mally is that the further you extend your issue the higher the interest 
§ rate you have to pay for it. 


Mr. Murray. And the objective that the Government has could 
have probably been obtained by a lesser rate of interest on a shorter 
term bond? I mean the legal objective that the Government has, 
that you could probably have a shorter term bond at about one-eighth 
percent less interest; is that correct? 

Mr. Kirtsy. As a matter of fact you probably could have refunded 
these issues successfully in a medium- or short-term issue which might 
have carried a substantially lower rate of interest. 

Mr. Murray. But would not the primary reason for making it a 
long-term bond at a slightly higher rate of interest be that the Gov- 
ernment did not want to distrub the bond market? In other words 
they did not want the Government in competition with investors in 
short-term bonds; is not that probably correct? 

Mr. Kirtsy. There are a great many factors in the field of public 
debt management that have to be taken into consideration in a 
decision of this sort. The Secretary of the Treasury, of course, had 
a number of possible things that he could have done to refund this 
bond. His election was to go into the 40-year area at the 3-percent 
interest rate. Other considerations might have swayed him to go to 
a shorter maturity and a somewhat lower rate of interest. 

The condition of the market, the investment requirements, and the 
competition with other funds that are seeking investment are just 
three of the many factors that have to be considered in reaching a 
decision such as this one. 

Mr. Murray. Would you have any idea as to what would be the 
primary factor involved in that? 
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Mr. Kitsy. I am really not close enough to the decision, M; 
Murray, to be able to answer that question. 
Mr. Murray. Those are all of the questions I have, Mr. Chairman, 


FORM OF 40-YEAR BOND ISSUE 


Mr. James. Mr. Kilby, these 40-year bonds we have been discus. 
sing offered in form registered, and also coupon bonds, is that correct? 

Mr. Krispy. That is correct. At the present time about 90 percent 
of the marketable securities are in coupon form, and 10 pereent in 
registered form. 

Mr. James. That would imply that these bonds are fully negotiable’ 

Mr. Kixpy. Yes, they are fully negotiable. 

Mr. James. Would not that be, together with other factors, 3 
reason for the confident belief that underlies a long-term issue in a 
debt such as this Government has to maintain, that this issue is sort 
of a base from which that and other financial operations can be con- 
ducted with greater facility? 

Mr. Kixpy. That is true. 

Mr. James. That is probably the big reason why this underlying 
issue with a great amount of bonds for a long term has been thought 
of at this time. 

Mr. Kipy. Yes, sir. 


REDEMPTION OF SAVINGS BONDS 


Mr. James. I remember that you said in discussing the redemptions 
against the sales of E bonds that there has been a somewhat greater 


redemption each year than sale? 

Mr. Kitsy. That is in terms of the number of pieces, Mr. James. 

Mr. James. Not in dollars? 

Mr. Kixsy. Not necessarily in dollars. The trend in dollars has 
been higher, I would say, in the last 2 years. The trend in the excess 
of dollars sales over dollar redemptions has been a very favorable one. 
The reason that I think in the terms of pieces primarily is because that 
is the factor that governs the cost of administering this operation. 
The number of pieces that we have to handle measures the amount o! 
money that it takes to do the job properly. 


AVERAGE TIME SAVINGS BONDS ARE HELD 


Mr. James. In making your records on the redemptions is there 
any breakdown made of those that are redeemed before maturity and 
in the space, we will say, of 1 year or 2 years? 

Mr. Kixsy. Yes, I think that we probably have some statistics 
that indicate the average length of time that savings bonds are held. 
The last figure that I have in mind is that the average savings bonds 
over the history of the operation have been held somewhere in the 
neighborhood of 4% years. I do not know whether any of you gentle- 
men have a better figure on that or not. 

Mr. Merrirt. I think it is about that. 

Mr. James. Would you say the average might be 4% years? 

Mr. Kinpy. Yes. Of course, we have a great many people who 
are what they call 60-day buyers. 
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Mr. James. In and outers? 

Mr. Krupy. Out as soon as the bonds are eligible for redemption, 
and that, of course, comes primarily from the payroll savings plans 
where there are people who are participating in the plan who really 
have no business in the program, but as a matter of building up the 
company participation they sign up for a bond, and then rather 
regularly cash them in after holding them 2 months. 

Mr. JamMEs. At about this time I would think that the redemptions 
on bonds held for the full term would begin in some volume; would 
it not? 

SERIES E SAVINGS BONDS HELD BEYOND MATURITY 


Mr. Kirtsy. We have series E bonds which have been matured 
since May 1, 1951, and over that period of almost 4 years now, where 
the automatic extension privilege has been in effect, a tremendous 
volume of those bonds have stayed out. 

People have elected to continue to hold them and they auto- 
matically receive further interest at the rate of 3 percent for the 
additional time that they hold them. 

The series E bond will now earn a full 3-percent interest if it is 
held for 9 years and 8 months. If you continue to hold it for another 
year, or another 2 years, or another 3 years, you still get 3 percent 
on the extended period, so that it is altogether quite an attractive 
investment for a good many people. 

Mr. James. I am very glad you discussed that because that is the 
thing I was going to ask you to discuss next, Mr. Kilby. Do you 
think that a substantial dollar amount of E bonds have been held 
more than the 10-year maturity time and are going to continue to be 
out to get the benefit of this further extension of time and interest? 

Mr. Kinpy. We know that they are, Mr. James. There is no 
question but what a very substantial volume is being held under that 
privilege, 

The fact that the E bonds were extended enabled us to operate in 
the last 3 years at less expense than would have been the case had we 
had to retire those bonds when they reached maturity. This, of 
course, merely defers the time when we are going to have to retire 
them. They are hanging over us all the time, but at least we are not 
going to have to spend money currently on millions and millions of 
dollars worth of bonds. 

Mr. Canrretp. Will the gentleman yield? 

Mr. Jamus. Yes. 

Mr. CanFreLp. You use the word ‘‘automatically.”’ In other words, 
the holder of the bonds does not have to give any notice of his intention 
to hold them? 

Mr. Kitsy. No affirmative action. It is an automatic extension, 
iid they draw interest during that time. 

Mr. Gary. That is under a law passed by the Congress in 1951? 

Mr. Kinsy. Yes, sir. 

\fr. Gary. Could I ask one further question? 

Mr. James. Yes, Mr. Chairman. 

Mr. Gary. Have you any idea what percentage of the outstanding 
bonds have continued to be held by reason of that law? 

Mr. Kinsey. I think I could get a figure or two on that which | 
Would be glad to insert in the record, if I may. 
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Mr. Gary. Yes, I wish you would. 

(The matter referred to is as follows:) 

Through June 30, 1954, approximately $15.6 billion series E savings bonds had 
reached maturity. Of this amount $4.1 billion were presented for payment 
leaving $11.5 billion, or 74 percent, outstanding. In terms of pieces, the ratio of 
about 74 percent retained by the owners also holds true. Of 171.9 million pieces 
reaching maturity through June 30, 1954, 129.4 million were still outstanding as 
of that date. 

Mr. Jamus. I think that would be very valuable because it would, 
no doubt, indicate a trend that will continue. 

Mr. Kixpy. I can tell you right now that it will be quite an impres- 
sive figure. 

Mr. James. One more question, Mr. Kilby, just for the purpose of 
clarification: The original bonds we are discussing were issued with 
a 10-year maturity. After they are held for the 9 year and 8 months 
period of maturity are those bonds then eligible for another 10-year 
period? 

Mr. Kitspy. The automatic extension is up to a 10-year period in 
both cases. 


Mr. James. They would not need to be turned in at the end of J 


9 years and 8 months? 
Mr. Kitsy. No, sir; they can be held up to 19 years and 8 months. 


QUALIFICATION OF BANKS SELLING SAVINGS BONDS 


Mr. James. Referring to the banks and other institutions that are 
now selling E bonds in communities where the post office sale of bonds 
has been discontinued, are they necessarily banks where a United 
States Government account would be kept? 

Mr. Kixpy. No, sir; there is no relation between the two. The 
qualification of a bank as an issuing agent to receive bonds to sell 
stands on its own feet. It is a relationship between the Federal 
Reserve bank of the district and the bank as an agent. 


Mr. James. And they have a temporary account for that money } 


they might take in there until it is called for? 
Mr. Kirry. That is true, and in practice a substantial number of 


those banks have Treasury tax and loan accounts, and the proceeds | 


of the bonds they sell flow through there just as other funds. 


Mr. James. If they are holding money for the Social Security 


Service that money is just a part of that and other receipts? 
Mr. Kixpy. Yes. 


MANNER OF CHARGING INTEREST ON BONDS TO PUBLIC DEBT 


Mr. Gary. When you sell a $100 E bond you sell it for $75, is 
that correct? 

Mr. Kixtsy. Yes, that is correct. 

Mr. Gary. The difference between the $75 and the $100 represents 
the interest on it during the 10 years that the bond runs. 

Mr. Kiipy. The 9 years and 8 months that it runs. 

Mr. Gary. As I understand it, until recently, when one of those 
bonds was sold you charged the debt with the full $100. 

Mr. Kixpy. That is the way it was under the old $300 billion 
limitation, the full $100 was charged at that time. 

Mr. Gary. At the time the bond was sold? 
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Mr. Kitspy. Yes. Under the existing statute we charge $75 against 
the publie-debt limitation when the bond is sold, and as the bond 
increases in value the increment in its value is added to the total 
ability. 

Mr. Gary. How often? 

Mr. Kinsy. As the increment occurs, each 6 months. 

Mr. Gary. Each 6 months? 

Mr. Kitsy. Yes, sir. So that you always have in your public-debt 
satement a figure on the liability if all of these securities were all paid 
at one time. It shows them at their respective values, one at $75, 
me at $75.50, and another one at $76, and so forth, and all the way 
on to $100. 

Mr. Gary. On maturity when that bond reaches the value of 
s100, then it receives 3 percent interest. How often is that interest 
added to the public debt? 

Mr. Kinny. They are computing the increment on the matured 
bonds each 6 months as it accrues, so that you will have in this debt 
statement on your series E bonds, for example, bonds carried at more 
than their face value, because they are worth more than their face 
value. 

Mr. Gary. How does the interest accrue on these bonds after they 
reach maturity? 

Mr. Kinsy. They accrue by the provisions of the offering circular. 

Mr. Gary. No, 1 am talking about after maturity. After maturity 
you get 3 percent interest on the bonds. Does that accrue every 6 
months? 

Mr. Krispy. Yes, that accrues every 6 months. 

Mr. Gary. Unless you hold a bond for 6 months beyond the 10- 
year period you only get the face value? 

Mr. Kitpy. That is true. If you hold it for exactly 6 months you 
would cash it in for $101.50. If you held it for a year you would 
cash it at $103. 

Mr. Gary. But you only accrue interest every 6 months? 

Mr. Kitspy. That is true. The bonds are static during the period 
between increment dates. 


HISTORY OF NEW METHOD OF COMPUTING THE DEBT 


Mr. Gary. Can you tell us how much the debt would be increased 
if you used the old method of computation? First, when did this 
new method of computing the debt go into effect? 

Mr. Kiupy. It was in 1946, Mr. Chairman. It was in the Public 
Debt Act of 1946 that the present basis of computing the debt subject 
to limitation became effective. 

Mr. Gary. When you began to charge the actual amount owed, 
rather than the amount due at maturity? 

Mr. Kiipy. Yes, sir. That was the time that the limit was reduced 
from $300 billion to $275 billion, and it was the Public Debt Act of 1946 
which made that change effective. 


AMOUNT OF PUBLIC DEBT UNDER OLD FORMULA 


Mr. Gary. Can you give us some idea as to what the debt would be 
day if that had not been put into effect? 
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Mr. Kinpy. A very wild guess would be something over $29) 
billion chargeable to the limitation under the old formula. Would you 
care to have me check on that and insert an accurate figure? 

Mr. Gary. Yes, I wish you would. We would like to get the differ. 
ence between the actual debt at the present time and what it would be. 

Mr. Kixisy. Yes. The difference is potentially the increment on 
the amount outstanding. 

(The statement referred to is as follows:) 

As of December 31, 1954, the increment of discount on savings bonds that had 
not been accrued over and above current redemption value to face maturity 
amounted to approximately $5.4 billion, and to extended maturity with respect 
to all outstanding series E bonds the figure is $19.3 billion. If this amount were 
to be added to the public debt as of that date, $278.3 billion, the total chargeable 
against the limitation would be $297.6 billion. This is not realistic, of course. 
since large numbers of these bonds are being redeemed every day and will never 
reach extended maturity. The actual public-debt liability is the same under both 


methods of computation. The difference is in the amount issuable under the 
limitation. 


EFFECT OF GOVERNMENT INTEREST RATES UPON THE MARKET 


Mr. Gary. Are there any further questions? 

Mr. Murray. I was just going to ask one very brief question, which 
is on these bonds that you issued. Is it not a fact that if the Govern- 
ment had issued a short-term maturity bond at, say 2% percent, that 
the interest rate for non-Government bonds, that is, for the ordinary 
business bond would have a tendency to rise, that is, that the houses 
that desired to issue bonds would have to offer a more desirable in- 
terest rate? 

Mr. Krispy. I am really not an authority on that phase of it, Mr. 
Murray. 

Mr. Murray. I see. Thank you. 

Mr. James. As one who messes into that situation to a very small 
extent I might say that it would depend a great deal I believe on the 
immediate state of the economy from year to year, because there are 
periods where common stocks rise in price, and as a consequence good 
first and second grade bonds, particularly, will fall. 

Mr. Murray. | understand that, Mr. James, but I was talking 
about this, if they issued a bond with an earlier maturity instead of a 
40-year maturity rate at that time. 

Mr. James. You are talking about the immediate effect of it? 

Mr. Murray. Yes. 

Mr. James. There, again, I think one of the underlying reasons on 
the part of industry, and I think on the part of the Government, in the 
past has been to have quite a substantial proportion of the public 
debt in long-term bonds at an interest rate that might be, and it has 
been in the past, higher than the short-term interest rate, and it is sort 
of a stabilizing financial base upon which to further finance, and so 
that short-term financing can be done with greater facility. 


ADVISIBILITY OF 40-YEAR BONDS 


Mr. Murray. I am by no means an expert in this field, but I was 
just wondering why, for the first time the United States Government 
suddenly went into 40-year bonds. 
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Mr. James. I think we made a mistake by not going into them 
earlier. Quite a substantial part of the national debt ought to be in 
substantial long-term securities. 

Mr. Murray. But, you have the other side of it, Mr. James, where 
the Government has to offer a more attractive interest rate over a 
longer period of time than in the case of short-term bonds. 

Mr. James. I am not so sure that that would not be balanced by 
the cost of issuing and redeeming. I think the cost of issuing and 
redeeming on these short-term obligations has been pretty substantial. 

Mr. Murray. I do not know the accounting features of it, whether 
like a private company the Government provides for the payment of 
the bonds at the end of the maturity period 

Mr. James. Well, the Government being what it is it does not need 
to depend on the profit factor in their operations, it does not need to 
do that. They can get money whether they make money or lose 
money. 

Mr. Murray. No, but where they make provision for a 40-year 
maturity, without providing a sinking fund it might properly be 
called giving to this generation and taking from the next generation? 

Mr. James. I think that is possible, and I think that is the nature of 
public financing as contrasted with private enterprise, where if you 
issue bonds you have to establish a sinking fund to provide for their 
redemption. 

Mr. Murray. Should not our theory of financing be that our gen- 
eration should pay for its own debts, and leave the next generation to 
pay for its debts, but with 40-year bonds without providing for their 
payment we introduce the theory that we are going to tax the fellow 
in the next generation for debts created in this. I suppose this type 
of financing is based upon the theory that what we are doing in this 
generation will benefit the next generation. 

Mr. James. If we keep on doing as we have been doing I think 
every generation we ever have will have the same problem that we 
have today. 

Mr. Gary. Thank you gentlemen. 


Fripay, Fespruary 4, 1955. 


UNITED STATES SAVINGS BONDS DIVISION 
WITNESSES 


EARL O. SHREVE, NATIONAL DIRECTOR 

BILL McDONALD, ASSISTANT NATIONAL DIRECTOR 
BERNARD EKRIXTEIN, BUDGET AND FISCAL OFFICER 
E. L. KILBY, COMMISSIONER OF THE PUBLIC DEBT 


Mr. Gary. The committee will come to order. 

We will take up this morning the United States Savings Bonds 
Division. Mr. Shreve will be ‘the principal witness, and we will be glad 
to hear from you at this time, Mr. Shreve. 


GENERAL STATEMENT 


Mr, Sareve. Mr. Chairman and members of the committee, I ap- 
preciate the opportunity of coming before you today to present the 
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program of the United States Savings Bonds Division for fiscal year 
1956. 

We have been selling savings bonds for 20 years. The cash value 
of all series outstanding on December 31, 1954, was $58.4 billion. 
Individuals held nearly $50 billion of the total. The series E and H 
holdings reached $38.2 billion, the peak record of all times. They are 
owned by over 40 million people. 

The program is in a period of significant improvement. Cash sales 
are the best in 9 years, since wartime 1945. Netsales are the highest in 
5 years. Net sales represent the excess of cash sales over redemptions 
of E-bonds turned in after reaching maturity and E and H cashings 
prior to maturity. The high rate of E-bond retention after maturity, 
under the automatic extension terms voted by Congress, holds firm at 
about 75 percent. We are very happy over that. 


OBJECTIVES AND PLANS 


The Division concentrates its promotional activities on selling more 
and more E- and H-bonds to the people. This is important and vital to 
the Government’s dedication to protect and preserve the sound Ameri- 
can dollar. Savings bonds in the hands of the people put more of the 
Nation’s debt in the safe haven of long-term investors. 

The program encourages thrift generally, especially stimulating 
people to adopt regular, systematic savings habits. When individuals 
store up savings for future needs, inflationary pressures, that weaken 
the very foundations of their economic resources, are halted. 

The heart of the bond program is its tens of thousands of patriotic, 
public-spirited volunteer salesmen. Accelerated promotion plans are 
being formulated now, which include expanded cooperation from and 
closer working arrangements with important national groups such as 
the American Legion, National Association of Manufacturers, chambers 
of commerce, labor organizations—Cl1O, A. F. of L., railroad brother- 
hoods, United Mine Workers, and others. Full benefits saleswise 
from these promotions will be reflected in the fiscal year 1956 realiza- 
tion. ; 

Another gigantic contribution the program receives is the donated 
support and volunteer cooperation from the Nation’s advertisers and 
all publicity and advertising media. Annually this contribution 
amounts to upward of $50 million worth of radio and television time, 
motion-picture exhibitions, newspaper, magazine, billboard, and 
transportation advertising space. 

A relatively small-paid sales and service force, strategically placed 
over the country, recruits, trains, and services the volunteers. They 
maintain liaison with advertising and publicity people, assisting them 
in the savings bond promotional activities. 


SALES PROGRAM FOR FISCAL YEAR 1956 


Looking ahead, the program for fiscal year 1956 has a four-pronged 
objective: (1) To increase the number of bond buyers and expand 
the cash sales of E- and H-bonds; (2) to encourage owners of approxi- 
mately $8.5 billion E-bonds which will come due in fiscal years 1955 
and 1956 to hold onto their bonds after maturity instead of turning 
them in for cash; (3) to urge bond buyers, expecially payroll savers, 
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to purchase larger denominations instead of $25 bonds, in the interest 
of economy; (4) to continue to inform more Americans about the 
attractive terms of the E-bond and its current income companion, 
the H-bond. 

EXPANDING SALES OF E- AND H-BONDS 


Payroll savings plan: At the close of fiscal year 1954, we estimate 
there were about 8,500,000 persons regularly buying E-bonds out of 
current income through the payroll savings plan, representing a net 
gain of a quarter of a million savers during the year. As employment 
and payrolls are gaining, we hope to add another million persons to 
the payroll savings rolls by the close of fiscal year 1956. ‘To accom- 
plish this, accelerated industrywide and local promotions will be 
conducted. National, State, and local volunteer committees will 
spearhead this intensified effort. 

Farm program: Sales to America’s farmers are in a definite uptrend. 
For example, in the last half of fiscal year 1954, E- and H-sales in 643 
purely agricultural counties increased 24 percent over those in the 
corresponding period of the previous year, compared with a 13-percent 
rise for the Nation as a whole. A continuous effort will be made to 
get more farmers to buy more bonds. 

School savings: At the close of fiscal year 1954, there were 5,050,000 
children enrolled in schools with stamp days. The Division is 
expanding the school savings program through increased volunteer 
assistance of the General Federation of Women’s Clubs, Daughters 
of the American Revolution, National Congress of Parents and Teach- 
ers, and American Legion Auxiliary. By the end of fiscal year 1955, 
we hope to have stamp days in schools reaching 6,500,000 students. 
By the close of the following year, we hope to include another million 
students. 

General market: During fiscal year 1955, quite a measure of success 
has been achieved in placing E- and H-bonds with investors. The 
progress may be evaluated by the sharp rise in big denomination sales 
of E-bonds over the preyious year; also by the increase in H-bond 
sales, the lowest denomination of which is $500. 

The banks are giving the Division strong and effective cooperation. 
These institutions now become of even greater importance to the 
program, since E- and H-bond eligibility has been extended to trusts 
created for the benefit of individuals. 


ENCOURAGING OWNERS TO HOLD E BONDS AFTER MATURITY 


The advertising and educational program urging owners to hold 
E bonds after maturity, instead of turning them in for cash, has been 
very successful. Throughout fiscal year 1954, the retention rate 
continued fairly constant, at approximately 75 percent of the maturity 
volume. Through a continuation of the intensive campaign in this 
area, it is hoped at least 70 percent of the approximately 108 million 
individual pieces of E bonds (amounting to $8.5 billion) maturing 
during fiscal years 1955 and 1956 will be retained after maturity. 


SELLING BIGGER BONDS 


To help the Treasury to further reduce administrative costs, this 
brandnew program was initiated in the last half of fiscal year 1954. 
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This program helps the bond buyer, too. Experience shows the person 
who buys a larger bond is more inclined to hold it for a longer period. 
It will take some little time to achieve the full benefits. This is 
particularly true in effecting switchovers to larger demoninations by 
payroll-savings participants in some of the larger companies. How- 
ever, some progress has been registered in this comparatively short 
time. Sales of $25 bonds dropped under the preceding year’s for 
the first time since 1950 in the 11-month period, January—November 
1954, while all other denominations and the total dollar volume 
increased. 


INFORMING THE PEOPLE OF THE TERMS OF THE BONDS 


Every effort will be made through extensive use of radio, television, 
newspapers, Magazines, and other advertising and publicity media, 
as well as through personal contact, to keep before the people the 
many advantages to be derived from buying and holding savings 
bonds. 

MANAGEMENT IMPROVEMENT 


The savings bonds sales program is closely integrated now with 
Treasury Department’s other debt-managment functions. Recently 
the Division adopted a regional organization concept. Six sales 
regions were set up, each under the supervision of a regional sales 
director who has full responsibility for sales and operations in his 
region. This has resulted in more effective supervision of sales activi- 
ties. 

The Division will continue to effect economies through constant 
efforts to improve procedures and the better utilization of manpower— 
paid and volunteer. 

Funds in the amount of $4,894,800 were appropriated for fiscal year 
1955. We respectfully request the same amount to maintain the 
program in 1956. The Division expects to exceed its current high 
sales record and yet be able to support the program within the same 
amount. 

With your permission, I should like to present a few charts which 
may show in a visual way some of the things I have been telling you 
in this presentation with respect to the current sales and redemption 
trends for Series E- and H-bonds. 


E- AND H-BOND SALES AND REDEMPTIONS 


In this chart the blue line shows the sales. You will note that from 
$3.3 billion in fiscal year 1952 the sales went up to $4.1 billion the 
following year and up to $4.7 billion in 1954, and we are running at a 
rate that indicates we ought to reach $5.3 billion in fiscal 1955. 

The redemptions are shown by the red line. You will note there 
from the early part or first quarter of 1951-53 the redemptions were 
considerably in excess of the sales. In fiscal 1953 that trend changed 
so that we had that year $100 million more sales than redemptions. 
In calendar year 1954 we had $400 million more sales than redemptions 
and if we continue at the rate we are now going we will have $800 
million more sales than redemptions in 1955. 

(The chart referred to is as follows:) 
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SALES OF CURRENT-INCOME H BONDS 


Mr. Sureve. This chart shows the sales of current-income H bonds 
which was started in 1953. In fiscal year 1953 we sold an average of 
$30 million H bonds a month. We aan put more intensive efforts 
in that field so that in 1954 we had an average of $50 million monthly 
sales, and in 1955 we have run so far at the rate of $100 million pe 
month. If we keep up the trend we should sell $1.2 billion in 1955, 

(The chart referred to is as follows:) 
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RETENTION OF MATURED E-BONDS 


Mr. SHreve. The next chart shows in graphic form the result of 
our efforts to persuade owners of matured E-bonds to hold them after 
maturity. We had the heaviest maturities in calendar year 1954. By 
December 1954 about $15.6 billion E-bonds had matured. That does 
not include accumulated interest; that is a straight-cost basis. On 
that basis we have had only $4 billion cashed in and $11.6 billion have 
been retained for the extra 10 years. 

If we keep up that rate, by June of 1956 there will have been ma- 
tured $21 billion of E-bonds and $16 billion should be retained. There 
is $16 billion of long-term financing that the Treasury does not have 
to worry about. 

(The chart referred to is as follows:) 
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TABLE III 


BY DEC.1954 


156 $40 


BILLION 
HAD REDEEMED 


MATURED 


11.6 


BILLION 
RETAINED 


’ °° 74E AMOUNT RETAINED IS QUOTED AT APPROXIMATE MATURITY VALUE. 


CASH VALUE OF OUTSTANDING E- AND H-BONDS 


Mr. Sureve. The last chart shows the cash value of outstanding 
series E- and H-bonds. You will note that in 1945 the cash value was 
nearly $30 billion, and at the time of the Korean war in 1950 they had 
increased to $34.5 billion, and at the present time there are in the 
hands of the public $38.2 billion. At the end of this fiscal year I am 





161 
sure that will be at least $39 billion in the hands of the public, the 
greatest amount since the bond program started. 


(The chart referred to is as follows:) 


TABLE IV 
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Mr. SHreve. That is the end of our presentation. 
Mr. Gary. Mr. Shreve, that is a very excellent record you are 
making and I congratulate you on the results of your efforts. 
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WORKLOAD OF SAVINGS BOND DIVISION 


We will now insert the workload table that begins on page 80 and 
ends on page 81; pages 82 and 83; and the table on page 93. 
(The material referred to is as follows:) 


TABLE 1.—Volume of savings bonds issued and retired 
[In millions of pieces] 


Type of transaction | Actual 1954 | Estimate 1955) Estimate 19% 


Issues: 
Sales, series E: 
$25 
All other 


Total 
Sales, other series 


Total sales ‘ am vi Pawel btags +. ~s 
Other issues (claims, reissues, exchanges, etc.)-_-- 


Totel issues. -- 








Retirements: 
Redemptions, series E, unmatured 
Matured: 
Within 1 year 
After 1 year 


Total 
Other series: 
Unmatured. _- 
Matured 





Total redemptions ae ee te 
Other retirements (claims, reissues, spoils, ete.) ----- -- 





Total retirements 











! On effective issue date basis. 


Issuance, servicing, and retirement of savings bonds 
{In pieces] 


VOLUME OF WORK CLASSIFIED BY MAJOR FUNCTIONS WITHIN EACH 
PARTICIPATING ORGANIZATION 


1954 actual | 1955 estimate | 1956 estimate 


Post Office Department: 
Savings bonds sold 4, 550, 360 1 400, 000 
Savings stamps sold 89, 268. 964 
Savings bonds certified for payment 252, 946 

Federal Reserve banks: 
Issue stubs and spoiled bonds accounted for 80, 557, 424 80, 480, 000 
Original issues by banks 10, 628, 992 11, 400, 000 
Bonds received and released in safekeeping-...._.__._-.--- 1, 823, 198 1, 800, Wot 
Bonds received and delivered on reissue and replacement. -_- 6, 079, 729 5, 800, 00 
Paid bonds processed 91, 385, 031 : 84, 370, 00 
A-F, J, and matured G bonds redeemed by banks 2, 723, 794 : 4, 010, 000 
Bonds redeemed by banks (other series) 640, 486 . 730, 00 
Bonds redeemed by paying agents on fee basis 86, 058, 608 81, 610, 00 

Bureau of the Public Debt: 
Registration stubs functioned on issue 2 84, 159, 690 $4, 900, 000 
Retired bonds processed 3 ; 93, 066, 717 93, 500, 000 
Service functions: 

Bonds functioned (forwarding items) ___.........-__--| 297, 471 291, OW 
Interest checks issued poet tire. cee ae 8, 034, 094 7, 450, OW 
Registration released (bonds functioned) --____-~_-----| 1, 369, 739 2, 805, 0 
Claims cases functicned_.-- ad ia 74, 119 73, (MF 
General inquiry cases functioned __-.____- 121, 245 | 122, 











t Excludes nonreimbursable payroll savings sales. 
2 Represents average number of stubs processed through the 8 major operations. 
3 Represents average number of bonds processed through the 6 major operations. 
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Issuance, servicing, and retirement of savings bonds—Continued 


cosT OF HANDLING THE VOLUME OF WORK CLASSIFIED BY MAJOR FUNCTIONS 
WITHIN EACH PARTICIPATING ORGANIZATION 


| } 
| 
| 
} 


1954 actual | 1955 estimate 1956 estimate 








Post Office Department: 
savings bonds sold $1,314,607 | $119, 000 | $119, 000 
Savings stamps sold__.__.._____- 592, 746 | 644, 000 | 657, 000 
Savings bonds certified for payment. - - } son oe 
fate} Total Post Office Department 763, 000 | 776, 000 
ate 195% . bhsbneceneeebitetens : 
penn Federal Reserve banks: 
Issue stubs and spoiled bonds accounted for__.._.....-.-- 2,094, 201 | 2, 030, 950 2, 020, 500 
Orig ee is 3, 6343 kn dabedicknnontitsk 1, 368, 427 | 1, 379, 150 | 1, 400, 550 
Bonds received and released in safekeeping ..___.._.__-- . 401, 217 | 408, 350 | 393, 150 
Bonds received and delivered on reissue and replacement _-| 1, 619, 918 1, 519, 000 | 1, 509, 700 
Pa a i eee ek oe a he 2, 832, 026 | 1. 461, 650 | 1, 418, 150 
A-F, J, and matured G-bonds redeemed by banks 1,096, 111 | 1, 252, 650 1, 341, 200 
Bonds redeemed by banks (other series) _-...._....___- 663, 058 | 586, 100 639, 600 
Bonds redeemed by paying agents on fee basis 10, 683,474 | 10, 637, 000 10, 169, 700 


Total Federal Reserve banks. --__--- ee ends eee 29, 758, 432 19, 274, 850 18, 892, 550 


= 
} 
| 


Bureau of the Publie Debt: 
egistration stubs functioned on issue... | 5, 811, 426 


, 286 5, 425, 944 
Redeemed bonds processed... ._........--.---.--- a 3, 019, 806 


5 591 | 3, 604, 674 








Service functions: | 
Bonds functioned (forwarding items) -.......--- vedi 760, 559 3,981 | 712, 043 
Interest checks issued___ eA eye Te a8 , 232, 343 | , 223, 180 , 214, 082 
Registration released (bonds functioned) -. __- al 169, 559 81, 767 | 207, 093 
NE EET EET 995, 553 | R89, 055 876, 454 
General inquiry cases functioned__.............-._.__-| 1, 080, 534 | 1, 048, 167 | 1, 039, 370 


Total servicing , 238, 548 | 4, 056, 150 | 4, 049, 042 


Total Bureau of the Public Debt_......-.. ...._____- 3, 39, 13, 079, 660 


Grand total__- ‘ adetladdatese se Ase 32, 748, 210 


United States savings bonds sales by fiscal years (at issue price in millions of dollars) 


Fiscal year U . Ga | H J | K | Total 


2,741 | $10,720 | — $48, 835 
407 2, 465 | 9, 612 

360 | 2, 561 | , 208 

301 | 1, 907 | | | ¥, 235 

473 | 2, 390 | | , 141 

231| 1,449 | 5, 673 

“al 3, 27% 347 | es ‘ | 5, 148 

ee | 3, 266 | 97 | 422 | $30 | $24 | $86 | 3, 925 
econ ri ee oe 360 | 129 | 373 | "562 
3 | 13 | 665 | 225 599| 5, 494 


1 400, 000 Total... -_..| 72,924 | 4,960 | 28,451 | 1,055 | 378 1,058 | 103,827 
}, 000, 000 _s | 


! 1954 sales include reissue transactions of $18 million series E and H and $17 million series F, G, J, and K° 


), 480, 000 Nore.—Series E-, F-, and G-bonds were first offered for sale on May 1, 1941. Series E began to mature on 
400, 000 May 1, 1951, and series F and G on May 1, 1953. Series J- and K-bonds were offered on May 1, 1952, and 

» 800, OU series F and G were withdrawn as of that date. Series H-bonds were first offered on June 1, 1952. 

. me Figures are rounded to nearest million dollars and will not necessarily add to totals. 

, 310, 

., O10, 00 

610, 08 REFUNDING OPERATIONS 

500, Mr. Gary. At this point, Mr. Kilby, I wonder if you could tell us 
; o how the subscriptions came out on the refunding operations which 
2y1,' : 6 

Giue Me Opened this week? 

a Mr. Kitsy. The subscription books closed last night and the 


122, reports so far are, of course, preliminary, but every indication is that 
it has been extremely well received. In talking to some of the Federal 
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Reserve people yesterday, I find they have those bonds running out 
of their ears. We probably will not be in a position to give out any 
figures on the results until Monday or Tuesday, but it does look like 
it has been extremely well received. 

Mr. Gary. Will you insert at this point in the record the full 
report on the subscriptions when you correct the transcript? 

Mr. Kixpy. I will be very glad to do that, Mr. Chairman. 

(The report is as follows:) 


TREASURY DEPARTMENT 
WASHINGTON, D. C. 
Immediate release, Tuesday, February 8, 1955 


Treasury Secretary Humphrey today announced that a tabulation of subscrip- 
tions for the recent exchange offering showed $1,917 million for the new 40-year 
3 percent Treasury bonds; $3,784 million for the 24-year 2 percent note; and 
$8,450 million for the 13-month 15% percent note. 

The securities eligible for exchange totaled $14,983,000,000, and the sub- 
scriptions amounted to $14,151,000,000, leaving only $832,000,000 or 5.6 percent 
unexchanged. A breakdown of the exchanges by issue follows: 


{In millions of dollars] 


Exchange subscriptions for new issues 
Eligible 
Maturing or called issues for ex- 15g per- 
change cent 
note (13- 
month) 


j Unex- 
2 percent | 3 percent changed 
note (244-| bond (40-| Total 
year) | year) 


15g percent certificates (maturing Feb. 15, 

1955) $7, 007 | $1,179 | | $6,922 | 
1% percent notes (maturing Mar. 15, 1955) 5, 365 2, 605 | 4,993 | 
27% percent bonds of 1955-60 (called for re- | | 

demption Mar, 15, 1955) 2,611 | : cane $1, 917 2, 236 


Total 14, 983 8, 450 1,917 14,151 | 


3, 784 | 


Final figures by districts will be released in a few days. 

In meking the announcement, Treasury Secretary Humphrey said: 

“The banks, the Government security dealers, and the entire financial com- 
munity geve magnificent cooperation in supporting the $15 billion refunding 
operation. The successful piacing, especielly of not far from $2 billion of 3 
percent 40-year bonds, with investors in the 3 days in which the subscription books 
were Open was a substantial achievement and involved the transfer of ownership 
among many thousands of holders. This, together with other necessary activity 
in connection with the refunding, required a volume of market trensactions i 
Government securities of about $2% billion a dey during the time of the exchange. 

“The 40-year 3 percent bonds «are the longest issue of Government bonds 
since a 50-year bond was issued in 1911 to help build the Panemea Canal. The 
bond issue is a further step in csrrying out the goal of improving the structure 
of the debt so as to help maintain the value of the dollar’and so encourage the 
dynamic growth of the economy. 

“This operation lengthens the average maturity of the marketable debt for 4 
years and 2 months to 4 years and 9 months.”’ 


REGIONAL SALES OFFICES 


Mr. Gary. Mr. Shreve, where are the six regional offices for the 
sale of bonds located? 

Mr. Sureve. We have one in New York; one in Philadelphia; one 
in Des Moines; one in San Francisco; one in Oklahoma City; and 
the other one temporarily is here in Washington, D. C. 
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Mr. Gary. How many employees do you have in each office? 

Mr. Sureve. The regional organization was only .effected in 
November. In all but two offices there will be the sales director of 
that particular region and a secretary. In the others we will have 
an assistant director. In the Pacific coast region the director has 
13 States in his jurisdiction and it is a real job. Up to the time we 
set up the regional organization we had 60 men reporting to the 
sules Manager, and now we will have 6 reporting and we are already 
showing real results. 

Mr. Gary. Do the regional sales directors have supervision over 
the volunteer workers? 

Mr. Sureve. I do not think “supervision” is perhaps a correct 
word. They cannot do other than advise with the volunteers, but 
they have the primary responsibility for the operation in the States 
that come under their jurisdiction. 

Mr. Gary. They do plan programs for the volunteer workers and 
try to see that the program is carried out insofar as their area is con- 
cerned? 

Mr. Sureve. That is right. 

Mr. Gary. That is what I meant by “supervision.” I did not 
mean supervision such as would be exercised in the case of paid 
emplovees. 

Mr. SHreve. Take our fieldmen, the average sales will be $20 
million a year for each salesman. 

(Discussion off the record.) 


VOLUNTEER WORKERS 


Mr. Gary. I agree with vou that it is a tribute to the patriotism 
and zeal of the people of America, the great amount of time that has 
been volunteered and given without compensation to the Government 
of the United States in connection with the promotion of the sale of 
bonds as well as in many other fields of endeavor. 

Mr. Sureve. That is right. 

Mr. Gary. People criticize the Government for its spending, and 
some criticism is warranted; but if the Government paid for all the 
services it is getting today in the various fields in which it is operating, 
the cost would be almost prohibitive. 

Mr. Sureve. It would be prohibitive, in my opinion. 

Mr. Gary. |] My commendation goes to you also Mr. Shreve. You 
are serving the Government at a sacrifice and are doing a very neces- 
sary and excellent work. 

Mr. Sureve. Thank you very much. I appreciate it. 

Mr. Gary. Mr. Canfield. 

Mr. Canrretp. Mr. Shreve, like the chairman, I too desire to 
compliment you and your staff on this presentation today. I am 
especially glad to hear your tribute to the volunteer workers in the 

various States who are lending you such fine cooperation. It is a 
great demonstration of patriotism and faith in our United States of 
Ameriea. 

DISTINCTION BETWEEN E- AND H-BONDS 


Briefly, at this point will you be good enough to define what an 
E-bond is and what an H-bond is? 
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Mr. Sureve. An E-bond is what we call an appreciation bond. |; 
held for 9 years and 8 months it appreciates 25 percent. In other 
words, a $100 bond requires the payment of $75 initially. It does no} 
pay current income but at the end of 9 years and 8 months it pays 
$100. If that bond is held for the automatic extension of 10 years, 
or a total of 19 years and 8 months, the amount the purchaser gets 
back is 80 percent more than he pays for it. The appreciation value 
of the E-bond is 3 percent compounded semiannually. 

The H-bond is a current-income bond. It pays simple interest of 
3 percent semiannually if held to maturity. We have found that the 
H-bond is interesting to many investors because it does bring in the 
current income twice a year. 

Mr. Canrietp. The lowest H-bond is how much? 

Mr. Sureve. $500. 


NUMBER OF EMPLOYEES 


Mr. Canrretp. How many paid employees do you have in your 
organization, both here in Washington and in the field? 

Mr. SuHreEvE. It is about 583. I will ask Mr. McDonald to answer 
that. 

Mr. McDonatp. We have 599 average number of positions. That 
is for the entire organization. 

Mr. CanFieLp. How many in Washington? 

Mr. McDona.p. In Washington we have 111 positions. In the 
distribution center in Chicago, where we distribute all promotional 
materials, we have 72 positions; and in the field we have 416. 

Mr. Canrie_p. Do you have paid employees in most of the 48 
States? 

Mr. SHreve. In every one. As a matter of fact, we divide Cali- 
fornia into two, and we take in the Hawaiian Islands and the District 
of Columbia, so that we have 51 units that we consider as State units 
and we have a director in each of those. In several States, like 
Nevada and Idaho, we have only a State director and a secretary. 


COMPENSATION OF STATE DIRECTORS 


Mr. Canrie._p. What is the compensation paid a State director? 

Mr. Sureve. It depends on his length of service and his rating, 
and so forth. Mr. Krixtein, can you answer that? 

Mr. Krrxtrern. In some States they are paid $8,360, grade GS-13. 
In others $9,600, grade GS-14 and in four States they receive $10,800, 
grade GS-15. 

ADVERTISING EXPENSE 


Mr. Canrretp. Mr. Shreve, you have told us about the gigantic 
contribution the program receives in the form of donated support 
and volunteer cooperation from the Nation’s advertisers and all 
publicity and advertising media, amounting to upward of $50 million 
annually. Some payments, however, are made for advertising and 
are included in this appropriation; is that not true? 

Mr. Sureve. That is right. We have a regular department for 
that and members of that department cooperate very closely with the 
elements of the commercial advertising field. Do you know what 
that breakdown would be, Mr. McDonald? 
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Mr. McDonatp. In 1955 we expect to spend $391,930 for adver- 
tising materials. That will include radio transcriptions, films for 
TV, outdoor billboards, mats, plates, and electros for newspaper and 
magazine advertising. The total expenditure will amount to $391,930 
and for that we expect to get something like $56 million, in contributed 
advertising. We do not pay for advertising space or time. 

Mr. Sureve. As a matter of fact, that was one of the things that 
induced me to take this job, because if the advertising media think 
enough of the program to spend $56 million a year on it, that is 
enough for me. 

SALES TO FARMERS 


Mr. Canrte.p. You tell us also that the sales to American farmers 
are on a definite uptrend. The farmers have always been pretty good 
buyers, have they not? 

Mr. Sureve, Yes, they have. <A farmer apparently knows two 
investments, one is farm mortgages and the other is Government 
bonds. They do not deviate much from these two investment sources. 

Mr. Canrrexp. All along the line the so-called little fellow in 
America, the man who does not receive so much compensation in his 
daily pursuit, is a pretty fair buyer of these bonds. 

Mr. Sureve. Those people are really our target, because we believe 
they will be stronger economically and the country will be stronger 
economically if we are able to teach them the value of thrift and sys- 
tematic savings. The backbone of our investors are working people 
with relatively small incomes. 


SAVING STAMPS SOLD SCHOOLCHILDREN 


Mr. CanFiE.p. I notice in 1954 there were 5,050,000 children en- 
rolled in schools with stamp days. What does the school savings pews 
gram embrace? What type of stamps are sold schoolchildren today? 

Mr. Sureve. They are savings stamps. We furnish a little booklet. 
They paste the stamps in that booklet and when they have purchase d 
enough of these savings stamps they turn them in for a bond. 

Mr. Canrretp. What is the denomination of the stamps? 

Mr. McDona.p. 10 cents, 25 cents, and $1. 

Mr. Sareve. I think they run up to $5 but not many $5 stamps 
would be purchased on a school basis. When they have enough 
stamps, they turn them in and buy a bond. We are attempting to 
train youngsters, at the impressionable age, to understand the value of 
systematic savings. If we can do that and get back to a good, sound 
national economy from that basis, I think it is worthwhile. 

Mr. Gary. That is much better than putting a slot machine at 
the corner store where they can go and lose their lunch money and do 
without lunch. 

Mr. SHreve. That is true, too. This year we have a very strong 
setup with these women’s organizations behind us. When these 
women’s organizations are sold on an idea they go to town on it. 
These youngsters get a great kick out of it. They are very enthusiastic 
and we are very careful not to emphasize the size of the stamps so as 

not to embarrass those who do not have much money to spend for 
siamps or anything else. 
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Mr. CANFIELD. Occasionally do some of your volunteer workers or 
others go to the schools and tell them the story of thrift and Govern. 
ment and what all this means? 

Mr. Sureve. That is right. 

Mr. CanFie_p. That appeals to me as a very worthwhile program, 

That is all. 


HISTORY OF SAVINGS STAMP PROGRAM 


Mr. Steminski. Mr. Shreve, when did this savings stamp program 
go in? 

Mr. SureEvE. I will have to ask for help on that. 

Mr. McDonatp. Mr. Kilby probably should answer that. It was 
1941. 

Mr. Kixsy. For a great many years the Post Office Department 
sold postal savings stamps. It was a part of the postal savings 
program. We talked the other day about the postal savings deposits. 
The chairman asked if that program was still going on. It 1s still 
going on. There is about $2.3 billion on deposit now. 

In 1941, during the defense period, it seemed appropriate to join 
stamps to the savings bond program, so the Treasury assumed the 
liabilities for outstanding postal savings stamps from the Post Office 
Department, and from that point on the stamps which were issued 
were called defense savings stamps, and later war savings stamps. 
So that the program, as far as the Savings Bonds Division is con- 
cerned has been in operation since 1941. 

Mr. Sreminski. I am glad to hear Mr. Kilby’s comment on the way 
the women have taken this up and the pride their children have in the 
program. Once, when I first came to Congress, I suggested we go 
into “piggy’’ bonds, having in mind a junior approach to an adult 
program. The correspondence I received on that was most interesting. 
I am delighted to hear you say this stamp program is a good thing. 
I want to congratulate you on the success of it. 

Mr. Gary. It is a good thing, in addition, for education, because 
it enables children to save money that they can use for a college 
education, 

Mr. Sureve. That is right. 


BOND DESIGNATIONS 


Mr. Sreminskr. How do you label these bonds, savings bonds, war 
bonds, defense bonds, or how? 

Mr. Kixpy. United States savings bonds is the official title. They 
were known as defense bonds in the pre-Pearl Harbor period, and 
subsequently as war savings bonds. After the termination of hostilities 
they resumed the title of United States savings bonds. 

Mr. Sreminski. When bank deposits are up, we say it is a healthy 
thing; when the savings bond program goes great guns, as you say 
it, is, that indicates confidence in a sound economy. In ‘neither case 
is the word “debt” used. Confidence overrides the fear which the 
word “debt” implies. I look forward to the time when it will no 
longer be fashionable to say the “public debt’’ but rather the “‘public 
investment.”’ 

Mr. SuHreveE. That would be fine. 
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Mr. Sreminski.-Under old law, a person was considered guilty 
until proven innocent. We say he is innocent until proven guilty. 
Why can’t we say “public investment” instead of “public debt’’? 
It might bring our financial concepts in lire with our legal, from the 
de fense to the offense. 

| hope we can get out of the archaic concept on the public debt, any 
reference to which should be coupled with the gross national product 
showing what percentage the interest on the debt is to the product. 


SALE OF BONDS TO FOREIGNERS 


Can a foreigner buy a United States savings bond and subscribe to 
it from abroad? 

Mr. SHreve. That I do not know. 

Mr. Krispy. No. 

Mr. Sreminsxi. Why not? 

Mr. Krispy. Because the regulations have consistently provided that 
savings bonds will be sold to residents of the United States and citizens 
temporarily residing abroad. 

Mr. Stemrnskti. Under that definition would a corporation have a 
right at law asa person? Can a foreign-owned corporation, registered 
here, go abroad and buy United States savings bonds? 

Mr. Kinsy. An artificial person can buy J- and K-bonds. A corpo- 
ration which is an artificial person could buy them, but not abroad. 

Mr. Sreminskr. Could a broker accept a proxy from a German 
citizen, a French citizen or an English citizen, and say, ‘I want to 
buy 3 bonds for citizens of 3 foreign countries. These bonds will be 
held in this country and are not be cashed out of this country.”’ 

Mr. Kirtsy. I do not know that we have had that particular situa- 
tion posed to us. Normally we do not deal with brokers but with 
individuals. 

Mr. Steminskr. Could I change that and say an agent representing 
foreign citizens? Could he buy the bonds for them? 

Mr. Kinspy. I would think under the true spirit of the regulations 
and the concept under which the bonds are sold that would not be a 
proper transaction. It would be an evasion of the regulations which 
say we will sell only to residents of the United States and citizens 
temporarily residing abroad. 


PROPOSED LIBERTY BONDS FOR SALE ABROAD 


Mr. Sreminski. Fine. It seems to me we now open up a great 
avenue of investment for all the people on all the continents of the 
globe. Why can’t we sell liberty bonds abroad? 

Those bonds could do for us what Marco Polo did for the Orient; 
they would “talk it up” for liberty and America all over the world. 
They could work conversely too; serialized by regions, areas, or con- 
tinents, they would be open for purchase by all comers. Private 
citizens could own them. ‘The forward thrust for peace, profit, and 
prosperity of liberty bonds would energize the world. 

Liberty bonds could do for citizens all over the world what big 
institutions try to do, institutions like the World Bank for Recon- 
struction and ‘Development, the Bank for International Settlements, 
the European Payments Union and the Export-Import Bank. Lib- 
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erty bonds could pace these institutions like United States ‘savings 
bonds pace our banks and our Government. There could be liberty 
bonds for Asia, liberty bonds for Africa, for South America, Canada, 
Australia, England, Europe, and the United States. Yes, ‘and even 
for Russia. They’d give the Russian people their first big taste of 
private profits in history. The money set in flow by these bonds, 
and the works and services they would create, would spill all over 
the world, nourishing its people. 

Liberty bonds would stimulate free enterprise on a mass base. 
They’d release human energy from the ground up, like the geyser, 
Old Faithful. 

Mr. Sureve. There are quite a number of foreign countries that 
have their own savings bond programs. England has a very aggres- 
sive and successful program. We had representatives from Siam, 
where the average income is pitifully low, yet they have a successful 
savings bond program in that country. A number of countries in 
South America, it is my understanding, have such a program. We 
are talking theory here. 

Mr. Sreminski. We are indeed, and primitive theory, I would say, 

Mr. Sureve. I am wondering where these foreign countries, when 
we have been shipping money to them, will get the money to buy 
bonds. 

Mr. Sreminski. That’s for the experts to answer. God created 
man. It was man who created money. He must now set it in full 
flow so it can energize society like blood and oxygen energize man. 

Let us use a good word, “‘liberty.’”’ We used it as a victory force in 
World War I. We talk about peace today, but peace does not mean 
anything unless you have liberty. I want to take the “liberty” ap- 
proach of World War I and use it now to get liberty, through peace 
and finance. That approach can be a channel, a clearinghouse, for 
the little people of the world. Just as we have democracy through the 
ballot box. Let us now have liberty with the wherewithal, liberty 
with a bond for each area, region, or continent of the world. 

Thank you. 

SALES PROGRAM FOR 1955 


Mr. Gary. Mr. Shreve, last year you discussed with us your pro- 
gram for sales and the methods that you were employing. I do not 
think it is necessary to review them at this time, but I am wondering 
if you have any new plans or new methods for 1956 that you have not 
presented to the committee. 

Mr. Sureve, I do not think we have. I think we have a closer 
knit organization, both in the volunteer field and in the paid staff. 
I think the program we have formulated for this calendar year is at 
least in better hands than last year. Some might think we select our 
sales goals because they are good sounding, but our program for 1955 
is “five billion five in ’55” and I personally think we will overshoot it. 


PAYROLL SAVINGS PLAN PROMOTION 


We are getting busy on the payroll savings program earlier than last 
year, which I think is very good. We have sent letters to all employers 
who employ 10,000 employees or more signed by Secretary Humphrey, 
asking them to be very active in putting on person-to-person cam- 
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paigns for additional savings, and I am sending a personal letter to 
employers who employ from 1,000 to 10,000 employees. 

Does that answer your question? 

Mr. Gary. Yes. 

Mr. Sareve. Of course the benefits of this program, from my 
point of view, are manifold, but one of the things that impresses me 
as being extremely beneficial is, here we have in the hands of 45 
million people, $50 billion invested. That is a $50 billion reserve of 
liquid assets. In times of a dip in the economy they dip into that 
reserve by cashing in their bonds and continue to buy goods and 
services. So I think it is one of the best things for our national 
economy. 

Mr. Gary. I think that is true, and in addition the fact that these 
people own bonds gives them a greater interest in their Government. 

Mr. Sureve. That is right. 

Mr. Gary. The Bible says, I believe, that where your money there 
will your heart be also. 

Mr. Sureve. That is right. 

Mr. Gary. It is a very healthy situation. 

Mr. SHREVE. Yes. 


REGIONAL DRIVES FOR SAVINGS BONDS 


Mr. Sinminskr. I would like to take this opportunity to express 
my thanks to Mike Wynn, superintendent of the American Can Co. 
in Jersey City. During the past fall, because of my position on the 
Committee on Appropriations, I was invited to address the plant 
foremen of his shop. The enthusiasm they and Mike had in this 
bond program was something I had never expected to see. It was 
first class. So was their performance. They went over the top in 
Hudson County on bond sales. 

| wonder if it would be feasible to have regional bond dinners by 
industries, or counties or States? They could generate a wallop in 
the bond drive program that would thrill Wall Street, Uncle Sam, and 
the bankers. Can you imagine a “bond performance”’ dinner at a 
hotel here in Washington with each regional champ reporting on his 
region’s faith in Unele Sam’s economy? It could make the real- 
estate and chamber of commerce banquets sit up and take notice, no? 

[ want to salute Mike Wynn and the American Can Co. for this 
idea of possibly gathering by regions in the Nation’s Capital. 

Mr. Sureve. We do this very often. Unfortunately, we have no 
money for that purpose so we must ask a group of bankers or a group 
of industrialists to pick up the check. We had a meeting of about 100 
top executives in Grand Rapids, Mich., last week. Of course it is 
very difficult to get down to the people I think you are talking about. 
This meeting was attended by bankers, presidents, and members of 
the boards of various organizations, and they picked up the check. 
We find something like that generates more enthusiasm for the program 
than anything else. 

Mr. Steminski. We have seen the Veterans of Foreign Wars and 
the American Legion at banquets here with their drums beating and 
we have thrilled. Can you imagine representatives from 48 States 
and the Territories, with some 500 Members of the House and Senate 
and their aides in one big banquet hall here in Washington, plus 5 or 6 
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regional champs from each of those areas? Confidence in the economy 
would soar. Bond sales would vault to all time highs, year after year, 


Mr. SHreve. I would like to relate off the record an experience we 
have had. 


(Discussion off the record.) 
Mr. Gary. Thank you, Mr. Shreve. 


Wepnespay, Fespruary 2, 1955. 


BUREAU OF NARCOTICS 
WITNESSES 


H. CHAPMAN ROSE, ASSISTANT SECRETARY OF THE TREASURY 
H. J. ANSLINGER, COMMISSIONER OF NARCOTICS 

G. W. CUNNINGHAM, DEPUTY COMMISSIONER 

GARTH B, THOMAS, BUDGET OFFICER 


SALARIES AND EXPENSES 


Amounts available for obligation 





1954 actual | 1955 estimate | 1956 estimate 


, 500 
Reimbursements from non-Federa! sources___. -____- 240 


Reimbursements from other accounts. _._..........-.--.--.--- , 430 as ig 50, 100 
Total available for obligation 2, 912, 170 2, 820, 100 3, 040, 10 
Unobligated balance, estimated savings._.................--- —42 


Comparative transfer to ‘‘Salaries and expenses, Office of the 


Obligations incurred ____- 2, 870, 000 2, 820, 100 3, 040, 100 
Secretary of the Treasury” : —12, 


OU i EER eee 2, 857, 800 2, 820, 100 | 
! 





Norte.—Reimbursements from non-Federal sources above are from proceeds of sale of personal property 
(40 U. S. C. 481 (e)). 


Obligations by activities 


] 


Description 1954 actual | 1955 estimate | 1956 estimate 


Direct Obligations 


1. Administering and enforcing the Federal narcotic and | 


ian es | $2,743, 297 $2, 708, 830 $2, 928, 830 
2. Executive direction _ - 59, 833 61,170 61, 170 


Total direct obligations 2, 770, 000 | 2, 990, 000 


Obligations Payable Out of Reimbursements 


Reimbursements from non-F ederal sources: 3. Replacement of 
personal property sold 
Reimbursements from other accounts: 
1. Administering and enforcing the Federal narcotic and 
marihuana laws : 29, 100 
2. Adm.nistering and enforcing the Federal narcotic and 
marihuana laws (purchase of evidence recovered) --- -- - 0 21, 000 21, 000 





Total obligations payable out of reimbursements... 50, 100 50, 100 


Total obligations 2, 820, 100 3, 040, 100 
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Obligations by objects 


} 


| 
Object classification | 1954 actual | 1955 estimate | 1956 estimate 
| 


Summary of Personal Services 


Total number of permanent positions 421 
Average number of all employees q ‘ 386 
Number of employees at end of year : 381 
Average salaries and grades: 
General schedule grades: 
Average salary : $5, 075 
GS-7.5 





Personal service obligations: 
Permanent positions $1, 922, 123 | $1, 950, 300 
Regular pay in excess of 52-week base 7, 260 , 8, 100 
Payment above basic rates 9, 657 ‘ 194, 800 





Total personal service obligations 1, 939, 040 | 1, 969, 800 


2, 153, 200 
| ——! = —=— 


} 


Direct Obligations | 
Personal services | 1, 917, 411 1, 951, 700 2, 135, 100 
Travel... “% : 7 | 193, 504 210, 000 210, 000 
Transportation of things 14, 602 8, 000 | 14, 500 
Communication services 56, 603 56, 500 56, 500 
Rents and utilities 1, 529 900 900 
Pringis eee Sentence Seok 10, 134 | 10, 000 10, 000 
Other contractual services ; 152, 327 150, 800 168, 400 
Supplies and materials__..............-.--- a behek ake ida | 111, 683 111, 900 111, 900 
Purchase of evidence | 237, 670 240, 000 240, 000 
Equipment : 8, 016 9, 000 | 9, 000 
3 Refunds, awards, and indemnities_.................-.---- 92, 888 13, 500 | 26, 000 
—— 5 ‘Taxes Gini CUUOUNIIIi ss 5s Soo isd 8G ok d ok ews vas 6, 763 7, 700 7, 700 


timate 


T'Gtal cies Crees ee one | 2,803,130 | 2, 770, 000 | 2, 990, 000 


990. 000 Obligations Payable Out of Reimbursements 
Personal services 21, 629 
TVG 230 222. ct so RY OLE. Rois Gowdhbue. 5, 028 
Other Gombraeiial eervieti. é <tc es o  en e cc - 6, 636 
Supplies and materials: Purchase of evidence 21, 137 
Equipment 2 240 


50, 100 
040, 100 


040, 100 





Total obligations payable out of reimbursements 54, 670 





ages Total obligations 2, 857, 800 3, 040, 100 
040, 100 - — 














hats Analysis of expenditures 
‘operty 





| | | 
| 1954 actual | 1955 estimate | 1956 estimate 


timate Obligated balance brought forward $261, 900 | $164, 069 | $160, 000 
Obligations incurred during the year ; Gx$d< cst obi' 2, 870, 000 | 2, 820, 100 | 3, 040, 100 


3, 131, 900 | 2, 984, 169 | 3, 200, 100 
Adjustment in obligations of prior years - - _---- ; adisddd —52, 611 | StS 
Reimbursements.--. -- cos : ce — 54, 670 | — 50, 100 

928, 830 Obligated balance carried to certified claims ¢ eater —186 aa 

61. 170 Obligated balanee carried forward.................------- — 164, 069 — 160, 000 


990, 000 Total expenditures_........---- Roce aes .--| 2,860, 364 2, 774, 069 


2, 990, 000 


Expenditures are distributed as follows: 
Out of current authorizations. _........-.-_- nieuwe auada 2, 662, 856 2, 612, 000 | 2, 832, 000 
Out of prior authorizations_...-......-...-- atennqseitoal 197, 508 162, 069 | 158, 000 


29, 100 Mr. Gary. The committee will come to order and we will take up 
21, 000 this afternoon the request of the Bureau of Narcotics. We are glad 
a to have Dr. H. J. Anslinger, the Commissioner of Narcotics, who is 
=== always a welcome witness before this committee. We will be glad to 


040, 100 
hear from you now, Dr. Anslinger. 
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GENERAL STATEMENT 


Mr. AnsLINGER. Mr. Chairman and distinguished gentlemen of the 
committee, I prepared a brief statement here which you are all familiar 
with. It is the usual introduction as to the duties of the Bureau and 
also a list of important cases, which we usually went over, but first | 
would like to tell you broadly the situation in the United States. 

Mr. Gary. It is my understanding that you would like to insert 
this prepared statement in the record and then give us a general sum- 
mary of it? 

Mr. ANSLINGER. Yes, sir. 

Mr. Gary. That may be done. We will insert your prepared state- 
ment in the record at this point. 

(The statement referred to is as follows:) 


InTRopuCcTORY STATEMENT oF H,. J. ANSLINGER, COMMISSIONER OF NARCOTICS 


Mr. Chairman and gentlemen of the committee, the Bureau of Narcotics is 
responsible for the investigations, detection and prevention of violations of the 
Federal narcotic and marihuana laws, and of the Opium Poppy Control Act and 
Narcotic Drugs Import and Export Act. 

The estimated appropriation to carry out the above-mentioned functions during 
the fiscal year 1956 is $2,990,000, an increase of $220,000 over the amount appro- 
priated for the current year. This increase consists of 4 items; $183,400 for 
differential pay in lieu of overtime as provided by title IV, Public Law 763, 83d 
Congress, $6,500 for an increase in the cost of an employee transfer cycle expected 
to be repeated during fiscal year 1956, $17,600 for increases in automobile storage 
and repairs and $12,500 for increases in rewards to special employees. 

The Bureau has continued to direct its attention primarily to the elimination 
of sources of supply and to the apprehension of interstate and international 
traffickers. Narcotic agents operating abroad have been able to coordinate the 
enforcement efforts of European police which have resulted in the seizure of 
approximately 400 kilograms of narcotic drugs and the arrest of many international 
traffickers. All heroin consumed by addicts is manufactured and smuggled from 
abroad. 

Established local enforcement organizations with trained narcotic squads have 
accomplished excellent results. The Bureau will continue to assist such organiza- 
tions wherever possible and to encourage other enforcement groups to handle 
within their own localities all investigations where no obvious interstate sources 
of supply are indicated. 

During the period Public Law 255, 82d Congress (Boggs bill), has been in effect 
the mandatory and heavier sentences imposed have averaged 43 months as com- 
pared to less than 20 months for the years immediately preceding the enactment 
of this legislation. As a result, many narcotic racketeers are changing their 
methods of operating to the extent the Bureau is having to make greater use of 
surveillance procedures and special employees. 

There is attached a list summarizing the more important results achieved by 
Federal narcotic agents. 


ImMporRTANT Narcotic CAsEsS—JANUARY 1, 1954, TO DgecemBeErR 31, 1954 


EUROPE 

Italy 

For several years the Bureau of Narcotics had been receiving information that 
Alarico Valle was engaged in the narcotic traffic as well as in other criminal 
activities. In January 1954 it was learned that Valle was going to Italy. Through 
a United States narcotic agent in Rome, Italy, the Italian police were alerted, 
and Valle’s baggage was searched upon his arrival at Naples, on February 18, 
1954. While no narcotics were found, numerous plates and paraphernalia for 
counterfeiting Italian currency were found in his baggage. Through information 
obtained from Valle and turned over to the United States Secret Service, it was 
likely that several persons in New York City would be involved in a counterfeiting 
case. 
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On June 18, 1954, Trieste police arrested Rita Guia of Milan, Italy, when she 
was about to deliver approximately 1 kilogram of morphine to a special employee 
of a European representative of the United States Bureau of Narcotics. The 
Trieste police also arrested Boris Dernievich, her source of supply, and seized 
from him approximately one-third kilogram of morphine. Dernievich stated 
that a Yugoslavian pullman car conductor had smuggled the morphine from 
Yugoslavia into Trieste. A United States narcotic agent had been working on 
this case for several months. Rita Guia had originally offered 10 kilograms of 
morphine for sale. Arrangements were made to have Guia make delivery in 
Trieste, the Trieste police were informed, and Guia was arrested as she was about 
to deliver the morphine. 

Cooperation between United States narcotic agents in Rome, Italy, and Italian 
police resulted in the arrest, on July 18, 1954, on a ship at Naples, Italy, of Hamdi 
kivrak Bey, in possession of 2 suitcases—1 containing 20 kilograms of crude 
opium, the other 314 kilograms of morphine base (from which heroin is manu- 
factured). Hamdi Kivrak Bey stated that Mahmoud Abou Suleiman, of Beirut, 
Lebanon, gave him the two suitcases for delivery. Previously, on March 22, 
1954, at Brindisi, Italy, Giovanni Pemper was arrested in possession of 1 kilogram 
of morphine base. Pemper had also been furnished the morphine base for de- 
livery to undercover United States narcotic agents, by Suleiman. Arrest warrants 
were issued for the following Italian seamen, accused of smuggling large quantities 
of opium and morphine base from Beirut, Lebanon, to France and Italy for 
clandestine heroin factories: Renato Del Negro, Matteo Sepini, Giovanni 
Borsteli, and Dario Guerrin. Suleiman had admitted that he and his nephew 
Maarouf Khaled Laza used the seamen as carriers. The original source of the 
opium and morphine base, from which heroin is produced, was Turkey. 


Turkey, Lebanon, Syria 

With the cooperation of various police organizations in the Near East, the 
district headquarters office of the United States Bureau of Narcotics, American 
Embassy, Rome, Italy, completed a number of important narcotic cases to 
whieh, in at least 1 case, 5 months’ vork was devoted. The cases developed in 
the Lebanese Republic were without exception developed in close collaboration 
with the Emir Farid Shehab. director of the Surete Generale of Lebanon. 

Cases which required development in other countries were developed in cooper- 
ation with Mr. Gerasimos Liarommatis, director of the Greek National Police; 
Mi. Kemal Aygun, governor of the Province of Ankara, Turkey; Mr. Ethem 
Yetkiner, director general of the Turkish Security Police; Mr. Ahmet Paftali, 
Chief of Police at Adana, Turkey; Mr. Tahsin Fl Kawas, director, Surete Gen- 
erale, Damascus, Syria, and Gemal Cerkas of the Syrian police at Aleppo. All 
these narcotic cases demonstrate to a high degree effective and wholehearted 
collaboration between police agencies of various countries. The Abou Savia 
case described below is particularly interesting in this regard, since this case was 
successfully completed with police officers of five different countries actively 
participating in a combined operation. 

I. Cases completed at Beirut, Lebanon, in cooperation with Director Shehab: 

Asim Mowla, also known as Yagi, et al. 
Abou Maarouf Halwani 
Maarouf Boujhadadi 
Artin Guedikian 
Baysi brothers (Abed, Hasan, and Husayn) 
Ali Halawi 

. Omar Makkouk and Toufie Budar 

. Youssif El Etir - 

Two American narcotic agents arrived in Beirut, Lebanon, in September 1954 
to work undercover in an attempt to obtain evidence against various large-scale 
local traffickers. One of the agents, it was planned, would attempt to penetrate 
the underworld in the city of Beirut and approach certain known suspects in that 
city. Through careful planning the agent succeeded in gaining the confidence of 
a large number of traffickers there and in making evidential purchases from those 
who are now defendants in the cases listed above. A total of approximately 
| kilogram of heroin, 2 kilograms of opium, and 6 ounces of morphine base was 
purchased from the defendants. 

On November 17, 1954, the Lebanese Police Director and the American agents 
planned to culminate this large and complex operation. The American agent 
working undercover coordinated his actions with those of Lebanese police officers 
working under the direction of Mr. Shehab, and 6 persons were immediately 
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arrested; in 1 case about 40 kilograms of opium and a quantity of hashish wey 
seized. Warrants of arrest were issued against 10 other defendants, who, hearin 
of the initial arrests and seizure, took flight. These fugitives are all well identified 
and their apprehension is expected shortly. 

II. The Abou Sayia (Kemal Basatni), Ahmet Ozsayar, Haji Mehmet Deni, 
et al. investigation: 

The successful completion of this case is the result of almost 4 months’ intensiye 
collaboration between police agencies of Greece, Lebanon, Turkey, Syria, anj 
United States narcotic agents. It became known to the United States agents ip 
the summer of 1954 that a certain Abou Sayia was a member, if not the chief, of 
a large, well organized, international gang of narcotic traffickers who were one ¢ 
the principal sources of supply for narcotics (principally opium and morphine 
base) being smuggled to Europe for use in clandestine heroin conversion labors 
tories and eventual shipment to the United States. The initial identification ¢ 
Abou Sayia as the leader of this clandestine organization was made by United 
States narcotic agents in cooperation with Mr. Liarommatis, of the Greek police, 

Entering into collaboration with the Emir Farid Shehab of the Lebanese Surete 
Generale, a special employee and a United States narcotic agent successfully 
penetrated the Beirut group, and entered into relations with Abou Sayia himself, 
from whom they received a proposition to purchase narcotics and aid him in hi 
gang’s smuggling to Europe. 

In cooperation with the Turkish authorities, the special employee, the United 
States narcotic supervisor, Rome, and Director Liarommatis of the Greek police 
succeeded in identifying and penetrating the organization of Ahmet Ozsayar, 
The latter was the chief source of supply of the organization. 

The Syrian police collaborated in the successful effort to penetrate and to gain 
evidence against the branch of the gang at Aleppo, Syria, headed by Haji Mehmet 
Deniz. 

After long and complex jointly conducted undercover activity and investigation, 
almost simultaneous arrests and seizures were made in this case during the week 
of November 17, 1954, in Turkey, Lebanon, and Syria, 

In all, 12 persons have been arrested; there were warrants against 5 minor 
fugitives; purchases of evidence included 7 kilograms of opium, 1 kilogram o 
morphine base; and seized were 317% kilograms of opium and 4 kilograms of 
hashish. 

This operation, in addition to wiping out what was probably one of the most 
important international organizations of narcotic traffickers, may serve as 4 
heartening and exemplary pattern of international cooperation of police agencies 
combating the international traffic in illicit narcotic drugs, 


HAWAII 


During the latter part of February 1954 an investigation was begun on Dang 
Wing Kong, owner of the Oriental Gift Shop, at Wailuku, Maui, who was alleged 
to be a source of supply for narcotics on the island of Maui. Dang Wing Kong’: 
source of supply was alleged to be Lai Hing Soo, of San Francisco, Calif., (1 
March 3, 1954, the office of the post office inspector in charge, Honolulu, Hawaii, 
informed narcotic agents that a package had been received in the mails which 
appeared to be of a suspicious nature. Upon request of the narcotic agents, 
the package was opened and found to contain ten 5-tael tins of smoking opium. 
The package was rewrapped in its original form and a notice was put in post office 
box 404 to call for the package. On March 4, 1954, Policarpo Velasco called for 
the package, and narcotic agents followed Velasco on foot to 2048 Vineyard Street. 
Velasco was apprehended, and Dang Wing Kong was served with a search warrat! 
for the hotel, restaurant, and gift shop located at this address. A search o/ 
Dang Wing Kong’s room revealed a switchblade knife bearing traces of smoking 
opium. In a storerdom of the same building a plastic jar containing approx: 
mately 1 ounce of smoking opium and other paraphernalia common to opium 
smokers were found. In room 10 a wooden box was found which contained 
twelve 5-tael cans (about 70 ounces) of smoking opium. The door leading into this 
room was opened with Dang Wing Kong’s own key. A further search of the gift 
shop revealed two 5-fun papers of smoking opium. An examination of the cans 
and cellophane bags contained in the mail package disclosed that they wer 
identical with the cans and bags found in Dang Wing Kong’s place of business. 
Dang Wing Kong and Lai Hing Soo were indicted. 
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UNITED STATES 
New York 

For more than 20 years Saul Gelb, alias Solly Gordon, was suspected of being 
an international narcotic trafficker of the utmost importance, although he had 
never been convicted on a narcotic charge. During the early part of December 
1953 information was received from a reliable source that Gelb was engaged in 
large-scale drug trafficking, and narcotic agents were assigned to surveillance of 
Gelb on @ 24-hour-a-day basis. On December 28, 1953, a purchase of one-half 
kilogram of heroin was effected by a narcotic agent working undercover. Further 
surveillance revealed the probable location of Gelb’s working plant. On March 4, 
1954, during the surveillance of Gelb, he was seen to leave his plant and deposit a 
crumpled newspaper in a street trash receptacle. The paper was retrieved and 
found to contain a plastic container of the type commonly used to smuggle heroin 
from abroad in kilogram lots. Nine grains of herion were recovered from the 
container, and an arrest warrant was obtained on this basis. Gelb’s movements 
on March 5, 1954, indicated that he was probably intending to make a narcotic 
delivery, and he was arrested as he was about to leave his apartment. He was 
found to be carrying a half kilogram of pure herion. Subsequent search of the 
apartment disclosed seven 5-tael tins of opium, 6 pounds of gum opium, and 
53 additional ounces of herion, together with narcotic adulterating paraphernalia 
and a loaded .38 caliber revolver. Also arrested was Joan Kaufman, associate of 
Gelb, and in her apartment were found 1% kilograms of pure herion, 235 5-tael 
eans of smoking opium, and a motor-driven commercial tabletmaking machine. 
A formula and various chemicals that were found in the Kaufman apartment 
clearly indicated that the machine had been used for manufacturing herion tablets. 

On March 22, 1954 narcotic agents, accompanied by New York City narcotic 
squad detectives, searched the apartment of Gasper Joseph Lombardo. Informa- 
tion had been received that Lombardo was selling narcotics. He was arrested, 
and approximately 21 ounces of heroin found in his apartment were seized. 

Information received by narcotic agents indicated that an automobile with 
New York license No. XD 8811 was being used to facilitate the sale of narcotics 
by a group of Puerto Rican narcotic peddlers operating from a candy store in 
New York City. On oceasions narcotic agents detected Carlos Sierra and Ishmae! 
Espinosa, a notorious narcotic peddler, driving the car. On March 9, 1954 nar- 
cotic agents apprehended Sierra, made a careful search of his apartment, and found 
approximately 20 ounces of heroin cleverly concealed in deep recesses in a window 
sill. 

On April 1, 1954, in New York City, Federal narcotic agents arrested Salvator 
Hamel, Giuseppe Faraci, Vincent Corrao, Augustus Corrao, and Augustus Sclafani 
on narcotic charges. The arrests were the culmination of a 6-months’ investiga- 
tion, during which 2 preliminary purchases of 10 ounces of heroin each, were made 
by a narcotic agent from these traffickers. Also involved was Salvatore Alongi, 
who had been deported from the United States in 1940 and had reentered illegally. 
Alongi was also apprehended and held for deportation. 

On April 23, 1954, a narcotic agent working undercover was introduced to 
Benjamin Hernandez, who sold approximately 113 grains of cocaine to the agent. 
On April 27, 1954, Hernandez sold 410 grains of cocaine to a narcotic agent; and 
on May 11, 1954, Hernandez and his runner, Tony Roche, sold an agent approxi- 
mately 1 ounce of cocaine. Roche was apprehended, and approximately 35 ounces 
of heroin were seized from him. On the same day the source of supply, Albert 
Lauricello, of New York City, was apprehended. Agents seized approximately 
22 ounces of heroin from Lauricello’s apartment. Hernandez was arrested by 
narcotic agents on June 2, 1954. 

Information received in the New York office of the Bureau of Narcotics indi- 
cated that Saul Sapp was doing a substantial out-of-town business in heroin and 
marihuana. An undercover agent gained an introduction to Sapp es a dealer 
from Pittsburgh, Pa. A purchase of approximetely 2 ounces of heroin was made 
from Sapp by an agent on April 21, 1954, and another purchese of approximately 
2 ounces of heroin was made on May 6, 1954. The trafficker was kept under 
observation between purchases. Asa result of this surveillance Sapp was arrested 
on May 13, 1954, and in a room maintained by him were seized 22% ounces of 
heroin and 8 ounces of marihuana. 

In May 1954, Dr. John E. Jackson, George Christie, John Connos, Morris 
Potnick, Alicia, Hart, Edward Lin and Ye Gung Ding were indicted by e. Federe! 
grand jury in the southern district of New York for conspiracy to illegelly menu- 
facture and distribute emidone, a synthetic narcotic drug. All but Potnick, 
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who was in 9, New York State prison, and Ye Gung Ding, a fugitive, heave heen 
arrested. The conspiracy was instigeted and financed by George Christie, who 
has the reputation of being an important “fence’’ in the New York ares. Christie 
procured the services of Dr. Jackson, who agreed to manufacture the amidone 
while posing as a research chemist. John Connos, important international) 
nareotic smuggler, agreed to carry on the initial distribution or the amidone after 
menufacture. Subseouently Edward Lin, Ye Gung Ding, Alicia Hart, and Morris 
Potnick were engaged as distributors for Christie. Lin, reputed power behind 
the Fukien Association, a Chinese seamen’s union, has for years been suspected of 
organizing large-scale smuggling through Chinese seamen. Alicia Hart, who is 
also a defendant in ancther current New York narcotic case, is a notorious prosti- 
tute and procurer for New York cafe society. Ye Gung Fing is believed to be 
large-scale opium smuggler. 

Through intensive investigation which began in September 1953, evidence was 
developed against 22 defendants of Italian-Sicilian extraction operating in the 
illicit traffic in New York City. The most important defendants were Sebastiano 
Bellanca and Peter Beddia. Bellanca and Beddia belonged to a group of inter- 
national smugglers with connections in Italy, France, Canada, and Mexico, and 
have been under investigation by these countries as well as by the United States, 
for many years. Among the other defendants arrested in August 1954 were 
important wholesale interstate-narcotic traffickers including Pasquale Polimeni, 
Eddie D’Argenio and Orlando Delli Paoli. During the development or these cases 
direct purchases of approximately 2 kilograms of heroin and J kilogram of opium 
were made by an undercover narcotic agent. At the time of the arrest of the 
defendants, officers seized 114 kilograms of pure heroin. Also seized were firearms 
and a complete adulterating and packaging plant which was concealed in a hidden 
compartment in the home of one of the violators. The vicious action of Beddia, 
one of the defendants, in trying to run down one of the arresting agents with and 
automobile to prevent arrest, necessitated the resorting to the use of firearms. 
Luckily the agent was uninjured, although he was required to fire several shots 
at Beddia. Beddia surrendered immediately. 

On October 19, 1954, acting on information received from our Chicago office, 
narcotic agents and New York City detectives arrested Earline Holmes and seized 
from her 2 pounds of marihuana and a half ounce of cocaine. Present in the 
Holmes’ apartment at the time were Roy Dunlap and Josephine Edwards. 
Dunlap was arrested for possession of 16 grains of cocaine; Edwards was arrested 
for possession of an ounce of cocaine. 

Holmes and Dunlap identified their source of supply as one Martin DeSaverio; 
and they agreed to introduce an undercover detective to DeSaverio. The detective 
sueceeded in purchasing 10 ounces of heroin and received an additional 6 ounces 
on consignment. Delivery was made by James Taska, who had been arrested 
in another narcotic case on August 12, 1954. Taska and DeSaverio were arrested 
on October 25, 1954. 

On November 16, 1954, at New York City, narcotic agents arrested Hipolito 
Torres and his associate, Santiago Guzman and seized approximately 62 pounds 
of marihuana. Torres and Guzman stated that their source of supply was one 
Vicente Figueredo, who had been arrested in a previous case. 


New Jersey 


On January 21, 1954, Mario Joseph Avola and Sam Liguori were arrested in 
Hoboken, N. J. as they were about to deliver more than a pound of heroin to a 
narcotic agent working undercover. A previous purchase had been made from 
Liguori on January 8, 1954. The seizure was one of the largest in New Jersey 
history. A third person, Dominick Pilotti, of the Bronx, was arrested on the 
same day. He had transported 4 ounces of heroin from New York to New Jersey. 


Pennsy'vania 


On May 24, 1954, et Philedelphia, Pa., 9 special employee of the Bureau of 
Narcotics was dispatched to purchase narcotics from a, suspected trafficker. The 
special employee purchased 243 grains of prepared opium from Kwok Fook Kee 
at his residence. Nercotic agents on May 27, 1954, arrested Kwok Fook Kee 
at his residence in Philadelphia, Pa., and seized approximately 4 pounds of pre- 
pared opium and other utensils which Kwok Fook Kee used in the manufacture 
of smoking opium. 


Washington, D. C. 


After an extensive investigation carried on for approximately 7 months in 
Washington, D. C., during which time numerous preliminary purchases of nar- 
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cotics were made, raids teok place on July 31, 1954, resulting in the arrest, on 
narcotic charges of 21 Chinese males. As a result of information concerning 
gambling obtained by narcotic agents during the investigation, the narcotic raids 
were coordinated with raids on known Chinese gambling places by the Metro- 
politan Police. More than 100 Federel officers and Metropolitan Police took 
part in the combined raids. Among the principal narcotic traffickers arrested 
were: Lin Yip, reputed to be the largest dealer in smoking opium in Washington, 
Dp. C., in possession of approximately 3 pounds of prepared and crude opium; 
Lee Ling Sing, in possession of 2 ounces of heroin; Lee Yat Lin, alias George On, 
source of supply for Lee Ling Sing, in possession of 1 ounce of heroin. 
North Carolina 

For several years, Clay Marlette had been suspected as one of the major sources 
of supply of narcotics for the State of North Carolina; more particularly for the 
Burlington-Greensboro area. Two narcotic agents were assigned to that area 
and sueceeded in obtaining narcotic evidence against Marlette and his first 
lieutenant, James Cheek. During the period from April 28, 1954, to May 12, 
1954, James Cheek sold to a narcotic agent approximately 5 ounces of heroin in 
Burlington, N. C. On May 26, 1954, on Highway No. 62, near Alamance, N.C., 
Clay Marlette sold to a special employee of the Bureau of Narcotics in the 
presence of an undercover narcotic agent, approximately 1 ounce of heroin. On 
May 30, 1954, narcotic agents arrested Marlette, at Burlington, N. C. and 
seized 1 ounce of heroin. <A. search of Marlette’s residence revealed another 3 
ounces of heroin. On the same day, narcotic agents arrested James Cheek at 
Greensboro, N. C. and seized 2 ounces of heroin. Further investigations dis- 
closed that the source of supply for Marlette was one Julius Kisenberg of Baltimore, 
Md., who formerly had served a prison term of 6 years on 2 narcotic charge. On 
June 2, 1954, while en route to Burlington, N. C. to meet Clay Marlette, Julius 
Fisenberg was arrested at Reidsville, N. C. and narcotic agents seized approxi- 
mately 10 ounces of high-grade heroin. 
Florida 

On August 25, 1954, at Miami, Fla., narcotic agents arrested Fernando Gerena 
and Roberto Rodriguez and seized approximately 30 pounds of marihuana, which 


had been smuggled from Mexico. Gerena and Rodriguez were the major sources 
of supply for marihuana for the Miami area. 


Tennessee 

On December 19, 1954, Cecil Nappier and George Nappier, brothers, were 
arrested by Federal narcotic agents and Memphis police at Memphis, Tenn., as 
they were about to deliver approximately 48 ounces of pure heroin to a narcotic 
undercover agent. The heroin was of Mexican origin. 


Ohio 


On May 21, 1954, a grand jury in Cleveland, Ohio, indicted Sylvester F. 
Poliafico and 9 ecodefendants of Cleveland, 2 codefendants of Buffalo, N. Y., 
& codefendants of New York City, and 6 persons named as coconspirators in 
Cleveland, Ohio. All defendants were charged with conspiracy to violate the 
Federal narcotic laws. Major defendants were: Sylvester F. Poliafico, of Cleve- 
land, considered one of the most important sources of supply in the Cleveland 
area; Frank Consolo, of Cleveland, one of the charter members of the conspiracy; 
Joseph Zingale, of Cleveland, a wholesaler in heroin; Ben Yoslovitz, of Cleveland, 
liaison between defendants from New York City and Cleveland; Angelo Filicia, 
of Cleveland; Anthony Crisci, of New York City, source of supply; Rocco Mazzie, 
of New York City; Michael Erra, of New York City, who acted as broker in the 
transactions of the defendants; Anthony DeSimone, of New York City; Nunzio 
Romano, of New York City; Salvatore Pieri and Salvatore Rizzo, both of Buffalo, 
‘.. Y. Preparation of the case against these traffickers involved many months 
of intensive investigation on the part of narcotic agents of the New York and 
Detroit districts. . 


lllinois 


On February 11, 1954, at Chicago, Ill., narcotic agents arrested John Iorio 
after 11 purchases of heroin totalling approximately 18 ounces had been made 
from him. On the same date agents also arrested Joseph D. Condi. Seven 
purchases of heroin totaling approximately 12 ounces had been made from Condi. 
rhe agents proceeded to Condi’s apartment, where his wife was arrested after 
she had attempted to dispose of 4 ounces of heroin. Torio, age 51, had 5 previous 
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convictions for narcotic violations: Condi, 62, had 4 convictions. Both are sy). 
ject to the provisions of the Boggs Act, which in such instances provides a mipj- 
mum penalty of 10 years. 

On March 16, 1954, at Chicago, IIll., narcotic agents arrested Tony Pape, 
Adeline Lufrano, and Joseph Iacullo and seized approximately 38 ounces of heroiy;, 
Approximately 18 ounces of heroin had been purchased from Pape by undercover 
narcotics agents. Pape was a source of supply for major distributors in the 
Chicago area. He and his associates offered heroin for sale in one-half kilo and 
kilo lots, both pure and adulterated; they were apparently able to supply any 
amount of illicit narcotics requested. 

After months of undercover investigation narcotic agents in Chicago, Ill, 
arrested Vito Nicasic on January 25, 1954; Mario Gerelli on Mey 26, 1954; end 
Frank DeMarie on June 4, 1954. Nicasio had sold 17 ounces of heroin betwee 
October and December of 1953; Garelli and De Marie had sold 11 ounces of heroi; 
during January and February of 1954. 


Indiana 


During the month of September 1954, in Indianapolis, Ind., Paul Lesley geve 
an undercover nare*tic agent a, sample of 5 grains of heroin and leter sold to the 
agent 1% ounces of heroin. On September 23, 1954, the nerentic agent assisted 
by citv and State police arrested Teslev, who stated that one, Welter “. Johnson, 
was his source of supply. The officers obtained a search warrant and proceeded 
to the residence of Johnson where they arrested Johnson and seized approximately 
16 ounces of berein from him. Further seerch was made, and offcers seized 190 
grains of heroin from Johnsen’s wife, Flestine Johnson. The following nercoties 
wére also found in the Johnson residence: 14 tablets, %-grein pentopon; 24 
tablets, %-erein codein sulfste; 2 tablets, %-grain codein sulfate; 100 demero! 
tablets; and 79 tablets, 4-erain eodein sulfate. 

Johnson informed the officers thet Herb Miles of Phoerix, Ariz., was his source 
of supplv, and on the seme dev Indisanepolis Stete police arrested Miles as he 
entered Indianapolis and seized from his possession 24 ounces of heroin. 


Texas 


On January 6, 1954, at Fagle Pass, Tex., a narcotic agent purchased 7 ounces, 
14 grains, of heroin from Nasario Benavides. At the time of the delivery of 
this heroin, Nasario Jimenez Benavides, Francisco Medina Tovilas, and Matias 
Jimenez Benavides were arrested by narcotic agents and customs agents. The 
arresting officers seized an additional 3% ounces of heroin from these defendants 
Nasario Benavides is an international smuggler of narcotics, marihuana, and 
other contraban’?. It is believed that he obtained his supvly of heroin from one 
Rude De Los Sentos, wealthy nightclub owner in Piedras Negras, Coah., Mexico, 
who has been the subject of a lengthy customs agency investigation. De Los 
Santos is believed to have received this heroin from a pharmacist who operates 
a clandestine laboratorv in Sabinas Hidalgo, N. L., Mexico. Indications are 
that the heroin seized in this case is identical with the heroin purchased and 
seized in recent cases involving smuggling from Mexico to the United States, 
and in all probability comes from the same source in Sabinas Hidalgo, N. L., 
Mexico. The activities of this laboratory are under investigation by the United 
States Treasury representative in Mexico. 

For some time information had been received by both the New York and 
Houston, Tex., offices to the effect that Eugene J. Sullivan, San Antonio, Tex. 
was an important source of supply for marihuana for various portions of the 
country. In New York City he was renvortedly the source of supply for mari- 
huana for a number of important traffickers and would carry back to Texas 
quantities of heroin for distribution there. Through a fortuitous set of circum- 
stances which placed an agent of the New York district in Texas for court duty. 
it was possible for the agent to effect an introduction to Sullivan in Texas. The 
New York agent, by virtue of this introduction, was able to buy a auantity of 
heroin and marihuana from Sullivan and Louis Vernon Cawley. Thereafter 
negotiations were continued bv the agent with Sullivan and Cawley which resulted 
in the seizure of 63 pounds of marihuana on May 25, 1954. As a result of the 
surveillance of Sullivan and Cawlev, there was also involved in this case one 
Elisha Levi Brice, a notorious trafficker, in Texas. All have been arrested. Dur- 
ing the development of this ease in Texas, Sullivan sent to New York City a trunk 
containing 18 pounds of marihuana which was seized and is being retained in 
New York for evidence. 
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Californ ia 

After months of intensive investigation by undercover narcotic agents, major 
narcotic traffickers in Communist Chinese heroin were arrested in raids in San 
Francisco, Calif., on April 4, 1954. Those arrested were Ly Hing Soo, Chan 
Chun, Pon Wai, Lee Dong Kan, Lee Chee Young, Leong Ming, Chan Him, and 
Hoo Ah Sze. All were Chinese. Approximately 6 pounds of heroin were seized 
in the raids. It was established that the heroin had been smuggled into the 
Lnited States from Communist China. The principal source of supply was 
identified as Judah Isaac Ezra of Hong Kong, formerly convicted of large scale 
narcotic trafficking in the United States and subsequently deported. Merchant 
seamen who frequented FE zra’s hotel-restaurant-brothel in Hong Kong obtained 
the narcotics from Ezra and smuggled them into the United States for the narcotic 
dealers arrested in the raids on April 4. 

On June 21, 1954, at Los Angeles, Calif., narcotic agents arrested George Gee 
Fung, Wing Art Yee, and Lin Chin Mah and seized approximately 150 ounces 
of prepared opium. A further search of a garage rented by Wing Art Yee dis- 
closed an additional 24 ounces of prepared opium and 339 grains of heroin. 

On November 4, 1954, Federal narcotic agents assisted by local officers arrested 
Biagio Arthur Caruso at Santa Cruz, Calif., and seized approximately 28 ounces 
of pure heroin. Arrested later the same day were George Peck and Raymond 
Vaught, associates of Caruso. At the time of his arrest Caruso was employed as 
adeck steward on the 8. 8. President Cleveland; Vaught was employed as bartender 
on the S..S. President Cleveland. Caruso claimed that he purchased the narcotics 
in Hong Kong and smuggled them into the United States. 

On November 23, 1954, Federal narcotic agents arrested Milton Abrahamson, 
alias Milton Bennett, and Joyee Allen at Los Angeles, Calif., and seized approxi- 
mately 27 ounces of heroin. The arrest and seizure were the result of an investiga- 
tion that lasted 3 months. The heroin, found in a blue zipper airplane bag, was 
of Mexican origin; it had been brought from San Antonio, Tex., to Los Angeles, 
Calif. 

Mr. Anstincer. Our trouble spots during the past year were New 
York, Buffalo, Pittsburgh, Washington, Dayton, Detroit, Chicago, 
New Orleans, and pretty much all over Texas and California. There 
was some flare-up in Seattle. 

Of the drugs used, heroin gave us most of our trouble. We did 
not have much trouble with cocaine; it is practically disappearing. 
Smoking opium, very little. The main sources for herion were 
Lebanon, France, Italy, Turkey, Mexico, and Communist China. 
Smoking opium and marihuana come almost exclusively from Mexico. 


FOREIGN OPERATIONS 


We conducted foreign operations in Europe which paid off, par- 
ticularly in Turkey, Lebanon, and Syria. On page 2 of the Important 
Narcotic Cases attached to my prepared statement you will see that 
seizures of enormous amounts of drugs were made in those countries. 
We were invited to participate with local authorities in those countries 
and I think the largest narcotics rings throughout the world were 
broken in those countries. 

We did some work in Italy, which appears to be no longer as much 
of a problem as it was when I was before the committee the last few 
years. We seem to have been able to break up the traffic there, which 
was mostly diversion from the factories. 

In the United States the legitimate traffic was kept under complete 
control. There was relatively no diversion from the factories or whole- 
salers. There were some forged prescriptions and robberies of drug- 
stores. About 1,000 drugstores were robbed. Our problem was 
irom the heroin and marihuana smuggled into the country. 
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REMEDIAL ACTION IN VARIOUS STATES 


In New York Saul Gelb, alias Solly Gordon, was one of the mos 
notorious traffickers in the business. We had suspected him of being 
an international narcotic trafficker for some years, and hearing that h¢ 
was engaged in the traffic on a gigantic scale, we moved on him, with 
the help of the local police. There were a number of large traffickers 
apprehended and a number of gangs were destroyed. 

In New Jersey we had a case, but New Jersey was not too much of 
problem. The New Jersey State and local police have their own nar. 
cotics people and keep the situation pretty much under control. 

In Pennsylvania last month about 100 peddlers were apprehended, 

Washington is still a problem. Here, again, we were able to get to 
the Chinese traffickers, who were peddling heroin received from the 
west coast. 

TRAFFIC OUT OF COMMUNIST CHINA 


In California, after months of intensive investigation there, which 
took a lot of money and very dangerous undercover work, we came 
up with a lot of Chinese who had been smuggling from Communist 
China. They had a direct connection in Hong Kong. A fellow by 
the name of Judah Isaac Ezra, whom we had sent to the penitentiary 
years ago, had the connections inside China and was taking care of 
most of the traffic into the United States. This caused some consterna- 
tion on the west coast. This Communist traffic was entirely in the 
hands of the Chinese. It has not gotten into the hands of the so-called 
racketeers out there. The Chinese had not let it go. 

We used these cases as an opening statement for the charges we 
made in relation to the traffic out of Communist China. I have here, 
if you will permit me to insert this in the record, the statement we 
made at the United Nations on the traffic coming out of Communist 
China. 

Mr. Gary. We will insert that in the record at this point. 

(The statement referred to is as follows:) 


REMARKS OF Hon. Harry J. ANSLINGER, UNITED STATES REPRESENTATIVE ON 
THE Unitep Nations Commission oN Narcotic Druas, NIntTH Ssssioy, 
APRIL 19 To May 14, 1954 


THE ILLICIT NARCOTIC TRAFFIC IN THE FAR EAST 


Last year I told this Commission that the United States is a target of Com- 
munist China to be supplied with a flood of foreign-exchange-earning, health- and 
morale-devastating heroin. For several years I have presented documented 
facts which established that narcotic trafficking from the Chinese mainland is 
an insidious, calculated scheme of the Chinese Communist regime to obtain 
operating funds and at the same time spread the debauchery of narcotic addiction 
among the free nations. 

On April 5 of this year in San Francisco, Calif., after several months of intensive 
undercover investigation, we made important inroads on this traffic when we 
arrested eight prominent Chinese and indicted Judah Isaac Ezra of Hong Kong, 
who collaborated in supplying heroin from Communist China to outlets on our 
west coast. Pure heroin seized in the raids or purchased as evidence by our 
agents during the investigation amounted to 6 pounds. 

Merchant seamen who frequented Ezra’s establishment obtained heroin from 
Ezra and smuggled it into the United States for the illicit market. In most 
instances the beroin was brought into the country concealed on the persons of 
seamen. Ornately carved camphorwood chests with specially built compart- 
ments were also used for the smuggling operations. 
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One of the dealers arrested in San Francisco operated a florist shop and made 
his deliveries of heroin disguised as boxes of flowers. Other dealers made deliveries 
to undercover agents in the usual manner in such places as Chinese restaurants 
and meeting places for seamen. Arrangements for sales of heroin were often 
negotiated over elaborate Chinese dinners. Chinese social clubs were frequently 
the meeting places to arrange for sale and delivery of the narcotics. One such 
social club is known to authorities as a gathering place for Communist Chinese 
and Chinese alien smugglers. 

The importance of this coup can be gaged by the fact that in the diluted form 
in which it reaches the addict, this operation would have represented over a 
million addict doses of this deadliest of drugs. It offers additional dramatic 
proof that we are not here dealing with a petty adversary but rather with a for- 
midable and far-reaching plot to gain foreign exchange and at the same time to 
demoralize the people of the free world. 

Spreading narcotic addiction and obtaining funds for political purposes through 
the sale of heroin and opium is not just the policy of one man in the Communist 
regime. It is the policy of the entire Communist regime in mainland China. 

The now well-known Communist, Po I Po, had become an important official 
among the Communists in China by 1938, and was one of the principal exponents 
of the sale and distribution of heroin for funds and for political purposes. At that 
time the distribution of heroin was carried on from an area controlled by the 
Communists in Shensi Province at which place the sale of heroin was part of an 
agent’s underground assignment. The agent received instruction in such activity 
along with other political propaganda. Po became Minister of Finance of the 
Communist regime in October 1949 in which position he was able to expand 
international narcotic traffic from Communist China to heretofore unimagined 
proportions. When he was relieved as Minister of Finance in 1953, Jung Tzu Ho 
became Minister of Finance. 

After visiting Moscow for several months, Po returned to Peiping to attend a 
meeting of the central committee of the party. Pefore the meeting of this com- 
mittee, Jung had held a conference and perfected an improved plan for the export 
and sale of opium and heroin in conjunction with Yeh Li Chuang, Minister of 
Trade, and Fang Jung Ho, Chief of Special Trade. The latter term signifies 
narcotics. According to the report of Jung, during the vear Communist China 
exported opium, morphine (large quantities of morphine base were shipped out 
because of the shortage of chemicals), and heroin with a value of US$60 million 
amounting to over 800 tons. Jung stated that the shipments were 20 percent 
short of the goal. 

The innovation in the present arrangement over the former operation of the 
Communist regime in narcotic traffic is that the Foreign Ministry has overall con- 
trol over the entire program, and directs the export and further distribution of the 
heroin and opium through the National Trading Co. which maintains headquarters 
in Peiping. 

At the time the Communist regime was promoting illicit narcotic traffic in the 
interior of China in the area controlled by the Communists in 1938, Chen Kwan 
Yuan, alias Chen Kun Yuen, alias Chen San Yuan, was busily engaged in Tientsin 
smuggling narcotics off Taku Bar as circumstances permitted. He was still in 
Tientsin in 1951 when the now well-known Lions Globe brand of heroin began to 
reach Japan in large quantities. Since that time he has become one of the most 
powerful representatives of the Communists in the narcotic traffic outside Com- 
munist China, and has built his fortune on narcotics through and under the cover 
of his farflung Tin Shing Trading Co., moving heroin out of Communist China to 
all parts of the world in exchange for tires, rubber goods, trucks and other stra- 
tegic material. He has all the brass and front of a gangster and relies principally 
on bribery and buying protective information to smooth the smuggling of from 
5 to 50 pounds of heroin at one time. Crew members of various kinds of ships 
have been used for this operation in addition to individual Chinese couriers. One 
of these is a relative of Tze Oi Chan, alias Mrs. Wu, the international female 
smuggler of narcotics who was arrested in 1953 and who, while awaiting trial, is 
now living in grand style through a portion of the profits of Chen Kwan Yuan who 
arranged for her movements from one country to another. The coconspirator of 
Mrs. Wu, the infamous Li Sui Po, alias Lee Sau Fung, who has also been arrested, 
Was in the organization of Chen Kwan Yuan. 

There are two principal groups exporting and distributing heroin and opium 
for the Communist regime in China in addition to the group which deals almost 
exclusively in heroin and opium from Yunan Province. All of these are under 
the direction of the National Trading Co. One of these groups exports directly 
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from the north China ports of Tientsin (Taku) and Tsingtao, and in this wa, 
avoids the jurisdiction and control of the more powerful group in south Ching 
In this northern group is Hsieh Chun Mu who went to Peiping in 1952 wher 
he has become a powerful political agent continuing his narcotic trafficking 
through Communist representatives with whom he has been associated {oy 
many years. 

The group in south China functions as the Trade Bureau of south China, , 
department of the Communist regime in China. The Trade Bureau overate 
powerful trading companies as fronts and has the greatest concentration oj 
stocks of heroin and opium in all of China stored at Canton and Chungsay, 
Shek-ki. for export to affiliated trading comvanies in free countries. Member 
of the Communist regime undertake the management of these trading companie 
and other enterprises, including banks, which these companies control. 

Eighty percent of the heroin from Communist China flows from Canton t 
these trading companies. The south China group and their affiliates contr 
this flow of heroin to the free countries by means of more trading comnanir 
and representatives in these free countries from whom payment for the heroin 
is received. Some of these representatives have become rich and powerful and 
are able to negotiate directly with the Communist regime as well as with maior 
distributors who control the traffic in other free countries. The close connectioy 
between these trading companies and the overall Communist control may hes 
be illustrated by their method of either pooling or borrowing stocks of beroi: 
from whichever company or representative available in order to make deliven 
of large consignments. In this respect the dealers in this dirty business onerate 
as legitimate enterprises in that each knows where additional stocks of heroiy 
may be obtained as necessary. 

The fanatical Communist narcotic traffickers have resorted to the extreme 
measure of cutting off the ears of those small-time sellers who dared reveal the 
identity of the supplying group. Another method has been to take them into 
a Communist organization whereby they are sealed off and thereby silenced. 

The golden web of the conspirators protecting them in their palatial surround- 
ings has been svun through the funds ultimately obtained from the very person: 
destroyed by the product—the very persons who pay in money and blood t 
“chase the dragon” or ‘“‘shoot AA guns,”’ terms which are now heard throughout 
the Orient with reference to the use of heroin. 

From the beginning the Communist purveyors of heroin have realized the dua! 
purpose of its sale since they have forbidden members of their own organizatio! 
to use the drug. This was true in 1938 and it is true today. Communist traf- 
fickers in the drug on the wholesale level talk of the dual purpose of sale, and als 
of the fact that users lose their effectiveness. Like remarks are heard from coolies 
on the streets. 

The close relationship between the heroin and the opium and political agents 
extends all the way to the top. In Chungjin, a city in the suburbs of Peining,s 
factory for the manufacture of heroin is located. Here also is the training center 
for Communist China’s political agents. The same pattern involving Communist 
agents and the sale of heroin was followed in the cities of Rashin and Wonsai 
North Korea. 

One of the principal-methods of distribution to the ultimate consumer con- 
tinued to be through use of brothels overated by Chinese Communists or supplied 
by Chinese Communists who funneled the profits of the traffic to powerful trader 
and representatives in the organization in the principal cities. These traders and 
representatives were also aided by Chinese who ostensiblv were traders, but who 
were actually operating on behalf of the Communist regime in China and could 
supply any amount of heroin. They negotiate directly with Communist bosse 
on the Chinese mainland for large supplies of opium. In the offices of these 
traders, which bear little resemblance to offices of legitimate commercial co1- 
panies, the clerical force is composed of stooges and lookouts. One such con: 
pany is the Aaron Trading Co. which operates with a headquarters office and 4 
branch office, and which has a direct connection into Communist China for 
quantities of heroin and opium. This company, operated by two Chines, 
endeavored to establish connections directly into New York City, and propose¢ 
using letters of credit concealing final destination. 

Li Chin Sui, who heads a Chinese export-import company, is one of the mo* 
active traffickers in the Far East, operating under the direction of the gigantit 
combine. Li Chin Sui, a Chinese, was forced out of Japan by investigating 
agents of the Enforcement Division of the Narcotic Section, Ministry of Welfare, 
after he had accumulated a fortune trafficking in Communist heroin in the 
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Yokohama-Tokyo area. Li’s company channels strategic material to Canton 
and takes charge of the movement of opium and heroin under the direction of the 
South China Trade Bureau and representatives affiliated therewith. 

Powerful Chinese closely associated both commercially and socially with top- 
notch Communist agents have accumulated fortunes of tremendous magnitude 
even by Western standards through feeding gold and strategic materials into 
Communist China in return for heroin and opium. The extent of this operation 
becomes clear when it is realized to be a cold fact that 200 tons of opium from 
Communist China are required annually to carry on the established business of 
these Chinese traffickers and their associates. Most of this opium is from Kwang- 
tung, Kweichow, Szechwan, and Kwangsi Provinces. In addition to this known 
200 tons of opium tremendous quantities of finished heroin with a high degree 
of purity, heroin pills, and morphine base from which heroin is later refined, are 
channeled by these same traffickers to their Communist representatives in other 
countries. Large amounts are shipped on consignment and need not be paid for 
until they are distributed to representatives through trading companies or couriers 
by the political activity committee members who collect the money or acquire 
strategic materials according to a prearranged plan. 

The Communist regime has decided that the system of consignment will be 
eliminated as far as possible since some of the profits have been embezzled. A 
large portion of the profits will continue to be used as a special fund for various 
organizations under the control of the Communist bosses in the area where the 
heroin is sold, but there is a strict requirement that a set portion of the profits 
must be returned to the Finance Ministry of the Communist regime in China. 
It has likewise been decided that the system of trade cooperatives and agents 
transporting and selling the heroin must be more efficient and close-knit to avoid 
detection and to provide more funds for the organization. Special attention is 
being given to improving the technique of the Communist bosses in control of the 
smugglers who are to take more care in the use of bribes to permit the smooth 
flow of drugs. The same procedure applies to entry and exit papers to facilitate 


» the movements of the operators. The equivalent of more than US$1,000 is often 


used in such an operation. 

Traffic in heroin and opium has been found to be so lucrative and otherwise 
effective by the Communist regime in China that they have taken great pains to 
improve the cultivation of the opium poppy. Not only does the opium come from 
bevond the Great Wall in the Provinces of Chahar, Jehol, and Suiyuan, but also 
from Tsinghai, Sinkiang, Shensi, Kansu, and Ningsia Provinces. Yunnan Prov- 
ince also produces immense quantities of opium under the direct control of the 
head of the seeret police. In this area 500 tons of opium were shipped out in 1950 
at the same time as 500 tons were being offered for sale in Canton. Opium 
caravans from Yunnan Province numbering approximately 200 men are moving 
at the rate of 2 or 3 a week. Recently morphine base has been moved out in 
large quantities by air, a continuation of the traffic over the past several vears. 
A seizure of 418 pounds of opium from Yunnan was made from an air cargo in 
November 1953. Other seizures of Yunnanese opium were made in April, 1,700 
pounds, and in June, 3,250 pounds. 

Forty tons of Yunnanese opium were offered for sale through agents of the 
Communist regime in China in June 1953. It was stated that the morphine 
content would be 9 percent; that the opium would be packed in the 1-kilogram 
packages wrapped in cellophane; and that 50 pieces in a tin container would be 
boxed and covered with jute cloth stitched with string. This shipment was 
offered at US$2,000,000. 

In Szechuan Province the Governor controls the opium production and also 
operates a factory with a capacity of 150 kilograms. Herion factories were 
established in Kwangsi Province and in Yunnan Province. In Kwangtung 
Province the opium poppy planting is about three times what it was in 1951. 
In Yunnan and Kweichow Provinces the Communist authorities have issued 
special instruetions to increase the production of opium. Because the authorities 
have not shared the huge profits with the growers, they have not obtained as 
much opium as was expecced. The vield must be sold to the Communist coopera- 
tives who with their agents openly sell the opium at prices ranging from US$35 
per pound in large quantites to more than US$100 per pound in quantities of a 
lew pounds. Herion is from 6 to 10 times this price. These prices are in line 
With quotations by the Bank of China offering opium at US$72 per pound, and 
heroin in US$500 per pound. 
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JAPAN 


Through international liaison, the Enforcement Division of the Narcotic Section, 
Ministry of Welfare, Japan, was able to effect the arrest of the notorious inter. 
national narcotic smuggler from Shanghai, Li Sui Po, alias Lee Sau Fung, during 
the past vear. Brilliant undercover work and surveillance preceded the arres 
of this trafficker in possession of 500 grams of heroin. He is now under trial and 
is held on a ¥10,000,000 (US$25,000) bond, the highest of record for narcotic 
traffickers in Japan. The authorities also have under arrest Li’s coconspirator. 
Tze Oi Chan, alias Mrs. Wu, formerly of Shanghai. 

Approximately 12 kilograms of heroin, 50 percent more than for any like period 
since the end of World War II, were seized from the unending flow of heroin to 
Japan from Communist China, In view of the state of enforcement in Japan, 
officials do not consider the seizures to be more than 1 percent of the total smuggled 
into Japan from Communist China. This means that a huge amount of Commu. 
nist heroin is being sold in Japan in a 12-month period. One member of the 
Communist organization stated that 120 pounds of heroin entered Japan in 
Niigata Prefecture arriving from Communist China through the North Korean 
port of Wonsan. The explanation for the manner of payment for such a quantity, 
about. US$300,000, was that no money or goods are paid until the heroin is dis. 
tributed to the Communist bosses in the various cities. Strategic goods are 
preferred to money. 

Chinese Communist bosses in control of the traffic, assuming the role of impor- 
export merchants and businessmen, relied principally on their tremendous capital 
to facilitate the smuggling and distribution of heroin. 

For the Communists, the traffic in heroin in Japan was highly profitable and 
successful, but it was at the same time a grim, deadlv serious project. It was 
here that traffickers who dared reveal the identity of the suppliers had their ears 
severed from their heads. This method proved effective in closing avenues of 
information concerning factories producing heroin, accurate estimates of areas 
devoted to poppy cultivation, and the extent of the activities of the opium buying 
and selling cooperatives in the interior of China. Even former employees dared 
not talk. , 

Heroin poured into the country through the ports of Yokohama, Kobe, Kure, 
Sasebo, and smaller ports along the Japan Sea as well as through the airports. 
With this very real weapon, Chinese Communist collaborators acting as repre- 
sentatives of the Communist regime in China posed a threat to the health and 
safety of the nation. The Japanese press has begun to cry out against this dirty 
business of the Communist regime in China. 

As late as February 1954 the Japanese authorities were seeking 30 kilograms of 
heroin and 3,000 revolvers reported to have been landed in Kyushu from Com- 
munist China during the first part of the month. 


SOUTH KOREA 


South Korea is the target of tremendous quantities of heroin from North Korea. 
The trading companies in North Korea, as in China, controlled by the Communist 
regime insist that at least one-fourth of all goods leaving North Korea for South 
Korea must be either heroin or opium. The smugglers, usually agents operating 
both for information and monetary gain, have for the most part used the same 
route into South Korea since 1947. They obtain heroin in Kaesong and at small 
villages along the coast of North Korea, opposite Kanghwa Island, and enter 
South Korea at Inchon. Some have proceeded overland directly to Seoul and 
thence to Taegu and Pusan. 

There is extensive cultivation of the opium poppy ia the areas around Pyongyong 
in the west of Wonsan on the east coast. There is also considerable cultivation it 
the northeastern most province of North Korea. Some of the opium is shipped to 
a factory in Communist China at Chungjin near Peiping, but most of the opium is 
processed at a factory in Pyongyong. As much as 5 tons of heroin have bee 
stored at this factory. 

Heroin is purchased in North Korea from the Communist trading companies 1! 
exchange for commodities most needed by the Communist regime. One of these 
commodities is rubber shoes which on one occasion were used in the amount 0! 
3,000 pairs to obtain 2,000 grams of heroin and 1,500 grams of opium. The 
opium in this case came from Communist China. The heroin was the coarse, 
granular, off-white type which has been sold into international traffic in North 
Korea since 1948. The heroin was originally in the familiar heavy tin cans with 
slipover tops soldered and waxed to protect the contents. Communist trading 
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stores in North Korea have trafficked in heroin in this kind of container since 1949 
in wholesale quantitites. The containers appear to have been hammered out of 
corrugated metal, 

The 2,000 grams of heroin and the 1,500 grams of opium were seized early in 
January 1954. The heroin had been placed aboard a 23-foot boat about an hour 
pefore departure from Heichampo, a small town with 5 or 6 docks capable of ac- 
ecommodating 17 to 18 small ships at one time on the coast of North Korea between 
kaesong and Kanghwa Island. The smuggler was so confident of the contraband 
and so accustomed to smuggling that he did not bother to examine the contents 
of the packages which proved to be 85.2 percent heroin. The value of the rubber 
shoes traded for the opium and heroin was US$1,200. 

The smuggler stated that the Communist regime issues instructions to the trad- 
ing companies in regard to the narcotics which are the property of the government. 
Most of the smugglers average two trips monthly from North Korea to South 
Korea with narcotics. Young girls working as maids or prostitutes receive the 
narcotics on many occasions. At other times the narcotics are turned over to 
wholesale syndicates some of which are made up of businessmen. 

A police official in the National Police Headquarters, Republic of Korea, stated 
that from April 1, 1952 to March 31, 1953, 2,400 Communists from North Korea, 
most of them posing as refugees, were arrested in South Korea. These Commun- 
ists had received 6 months’ training in Communist ideology, learning names of 
associates, names of contacts, answers to police in case of arrest, etc., at a political 
training school in Northwest Korea. 

Using the expression of this official, these Communist agents carried gold in 
one hand and heroin in the other. The gold was for traveling and living expenses; 
the heroin was for political activity, for ‘‘mental’’ purposes. Young girls from 
18 to 23 years of age had come down into South Korea from North Korea as Com- 
munist agents. Some of these became housemaids at appropriate homes of politi- 
cians, others became prostitutes, not in the true sense of the word for a living, but 
in order to accomplish their political purposes. When the Communists arrived 
with heroin they knew in advance where to deliver it. 

On May 10, 1953, heroin of the same quality, texture, and physical appearance, 
in the amount of 851 grams and in the same kind of containers mentioned above, 
was seized as it was being smuggled into South Korea. The detail of similarity 
in the containers extended even to the wax paper sack fitted into a brown sack of a 
peculiar texture and fastened at the top with paper clips of an unusual variety. 

On May 19, 1953 heroin in the amount of 22 grams was seized from a known 
Communist agent from North Korea. 

Some of the narcotics sold by the Communist trading companies in North 
Korea is morphine base which is usually delivered to guerrillas in the mountains 
in southwest South Korea. On October 31, 1953 a crude clandestine plant, 
utilized for processing this morphine into heroin at the rate of 250 grams daily, 
was seized. 

In September 1953 a seizure was made of 15.8 pounds of opium and 135 grams 
of 90 percent heroin which had been brought in from North Korea. The opium 
was in glass jars and was in the odd-shaped balls which are characteristic of opium 
grown and collected in North Korea. The cultivators sell it in this form and it 
is usually cut through with a knife to prevent concealment of rocks for increased 
weight. 

One distributor of heroin in wholesale lots in Seoul was a North Korean who 
spoke perfect Chinese and who operated a brothel over his flourishing trading 
store. To enter the brothel it was necessary to pass through the trading com- 
pany. The heroin was sold by the prostitutes on the premises as well as directly 
by the operator of the business. It was established that this smuggler and 
wholesaler knew the heroin was manufactured in Pyongyong and was brought in 
through Kanghwa Island to Seoul, Taegu, and Pusan. He had several customers 
on an every-other-day basis at the rate of US$10 for one-half gram of heroin. 

lhe heroin is sold at prices which the traffic will bear which vary from US$2 
per 0.03 gram to about one-half that price when it is supplied to lepers, thieves, 
pickpockets and prostitutes in the ‘“‘Ditch’’ at Pusan. 


HONG KONG 


While movements of heroin through Hong Kong, because of its geographical 
location and commercial shipping activity, continued despite efforts of local 
police who acted vigorously, there has been a noticeable trend toward bypassing 
this area whenever possible with shipments to other free countries. Enforce- 
ment officials and the courts have taken a positive attitude to thwart the 
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traffickers. On February 26, 1954, in the Victoria District Court, Judge J. 
Reynolds, in sentencing a defendant for possession and sale of 12 grams of 
heroin, said ‘I regard this offense of possession and sale of narcotics as one of 
the most serious offenses to come before me, and you are sentenced to 2 year 
and 6 months on each charge.”’ 


CONCLUSION 


The threefold increase in some areas in the land devoted to the cultivation of 
the opium poppy in Communist China, the establishment of new heroin factories 
in Communist China, the continuation and expansion of a 20-year plan to finance 
political activities and spread addiction among free peoples through the sale of 
heroin and opium by the Communist regime in China, and the extension of the 
same pattern of narcotic activity to areas coming under the jurisdiction of Com- 
munist China has mushroomed the narcotic menace from Communist China 
into a multiheaded dragon threatening to mutilate and destroy whole segments 
of populations from whom the danger of addiction through ready availability of 
drugs had been removed during the past 40 years by the uncompromising work 
of the narcotic enforcement authorities in the free countries of the world. 

Until this Communist traffic in narcotics is dried up, the agents of this menace 
wherever found must be apprehended and dealt with surely and severely asa 
means of bringing under control this unbridled monster. 


Mr. ANSLINGER. We used this case as a striking example of how the 
Communist traffic was reaching the United States. Generally the 
traffic did not show much signs of disappearing, except we did have a 


great deal of success in Maryland, New Jersey, and the western part 
of Texas. 


INCREASED PENALITIES FOR NARCOTIC VIOLATIONS 


The penalties for narcotic violations are going up right along. The 
average sentence now, I believe, is 43 months compared to 16 or 18 
months when we discussed the problem some years ago. There is no 
question but that the severe sentences are deterring the traffic. In 
places like Detroit and New Orleans, La., where they have a very 
severe State law, the traffic is showing signs of diminishing. 

Mr. Gary. What State did you say? 

Mr. Ansuincer. Louisiana. I will qualify that about Louisiana, 
though. I wanted to lead up to it. There was a 10-year penalty in 
the act which was repealed several months ago, and I am afraid the 
traffic is back. 

Mr. Gary. Why was it repealed? 

Mr. Ansuincer. One of the judges felt it was too severe so he went 
up to the legislature and had it repealed. He said, however, he in- 
tended to impose severe sentences on the traffickers. Those traffickers 
all moved to Texas and California. 

Mr. Gary. What is the penalty there now? 

Mr. Ansuincer. The same as the Boggs law, 2, 5, and 10 years; 
2 vears for the first offense. 

Mr. Gary. Representative Hale’ Boggs of Louisiana was the au- 
thor of the bill increasing the Federal penalties, as I recall. 

Mr. Ansuincer. That is right. That law is in effect in Louisiana 
but the State legislature had increased the penalty to 10 years. 


IMPROVEMENT IN LOCAL ENFORCEMENT 


I might say there has been a lot of improvement in local enforce- 
ment. For instance, in New York the narcotics squad has been in- 
creased to 200 men, In Los Angeles it is around 50. In Chicago, it 
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has gone up. We have received excellent cooperation at the city level, 
not so much at the State level, with some exceptions such as in New 
Jersey, California, and Pennsylvania. 

In your State of Virginia, Mr. Chairman, we have not had much 
trouble except a little flareup in Norfolk, but we took care of that. 

The problem is still serious. We noticed increases in narcotic viola- 
tions in New York City and Los Angeles. In Los Angeles, however, 
every policeman is a narcotic agent, and they accounted for some 
7.000 arrests out of a total of about 24,000 made throughout the 
United States. 

TEEN-AGE NARCOTIC OFFENDERS 


Mr. Gary. What about the teen-age problem now? 

Mr. ANsLinGEeR. The teen-age problem is still with us in spots. 
That is spotty too. It certainly is not general. You will not find it, 
say, through the South, or even in Pittsburgh, and there are very 
few cases in Philadelphia of teen-agers. The teen-age problem is in 
New York, Chicago, and Los Angeles. It is sporadic in other sections, 
but very little. In relation to the schools, the only problem we have 
there is in New York City. 

Mr. Gary. Several years ago you were very much worried about 
the teen-age problem and you told us that in the sanitarium where 
vou treat these narcotic addicts the number of teen-agers had tre- 
mendously increased, I remember you gave us some astonishing 
figures. What is the situation now as to teen-agers? 

Mr. Anstincer. In regard to the population at Lexington, the 
number of people under 21 years of age has decreased very much 
since that time. The city and State of New York jointly set up a 
hospital for adolescent drug addicts. They have had a daily popu- 
lation in their hospital roughly between 60 and 100. They are having 
a large number of repeaters but that hospital has not been as full as 
we should like to see it. We have urged the city authorities to try 
to keep it full to keep the problem down, because that is one place 
where you have this teen-age problem more so than in any other 
place except Los Angeles. They are making some headway. Cer- 
tainly the Federal hospital population of teer-agers has gone way 
down and they come mostly from these few cities like Chicago, New 


' York, and Detroit. 


MARIHUANA 


Mr. Gary, What about the marihuana problem? 
Mr. Ansutincer. That is not so good. There is very little mari- 


§ iuana grown in the United States. There is a voluntary growth and 


there is an industrial growth in Minnesota for the hemp industry. 
Most of it is smuggled from Mexico and it is a better class of mari- 
huana than is grown here and is preferred by the smokers. That has 


; not shown signs of subsiding. The addiction to cocaine, smoking 


opium, and opium derivatives has subsided but I notice the police, 
along with us, have about the same number of marihuana cases 
every year. 

\ir. Gary. The Texans are worried about the marihuana situation. 
Several of them have spoken tome. Apparently they are having quite 
i problem down there and some of them, I think, have a feeling we 
need more agents along the Mexican border. But if we tried to police 
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that border completely it would lrequire a tremendous number of 
agents. I do not know how it could be done. This committee has 
visited the border between Texas and Mexico and we know something 
about the situation. The border runs for miles and miles and miles 
and all you have to do part of the way to cross the border is wade 
across a stream or climb a fence. It seems to me that to try to police 
that border adequately would require a tremendous number of men 
and a tremendous amount of money. 

Mr. ANSLINGER. Yes, sir, and even then it would come through, 
probably in the same amount it does now. . 


ACTION BY THE MEXICAN GOVERNMENT 


The Mexicans did a magnificent job in cutting down opium and 
heroin production by using troops and planes and eradicating the 
fields in the mountainous regions. It was a very tough job. The 
men would come down all bitten by insects. The Mexican Govern- 
ment is to be commended for what they have done. They have a 
much worse marihuana problem in Mexico than we have and they 
naturally are very sensitive to criticism by the press of this country 
that they are not doing enough. They certainly have gone far beyond 
what we expected them to do in suppressing the heroin and opium 
traffic. At one time Mexico was almost the sole source of heroin. 
Lebanon became a source for the heroin traffic this last year and it was 
a very difficult thing to get in there and work with the security police, 
We worked with the top level security officers in Greece, Turkey, 
and Lebanon and obtained very fine results. 


PROPOSED REMOVAL OF UNITED NATIONS NARCOTIC OFFICE 
FROM UNITED STATES TO GENEVA 


be 
4 
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Mr. Gary. Can you tell us something about the proposed removal 
of the United Nations office from the United States to Geneva? 

Mr. Ansuincer. That was a decision made by the Secretary 
General in line with the plan of reorganization that he had in mind 
to streamline the organization and to save money. His plan was 
approved by the Assembly. It is still, I think, an administrative 
matter and we feel maybe the transfer will not take place because, 
being in New York where all of the world opinion is watching what 
is going on, we have been able to get magnificent results because of the 
discussions held in public in New York, which we would not get in 
Geneva. The transfer has not as yet been ordered. It has been 
approved. 

Mr. Gary. How effective has that office been? 

Mr. Anstrncer. I think it is up to its utmost in efficiency from 
what I have seen in the old League of Nations days when they had the 
Opium Advisory Committee. This office in New York is staffed 
with experts who have been long associated with the problem, and 
it would be a pity to see the division moved to Geneva only for the 
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purpose of saving a little money. I do not think money should be a 
primary consideration in view of the excellent work being done 
there now. 

Off the record. 

(Discussion off the record.) 

Mr. Gary. You think the office, then, has been very effective in 
assisting the enforcement? 

Mr. ANSLINGER. Exceptionally so, yes. 


BUDGET JUSTIFICATION DATA 


Mr. Gary. We will insert at this point in the record pages 195, 
196, 197, and 198 of the justifications and the ““Comparative statement 
of vehicles seized”’ on page 201. 

(The material referred to is as follows:) 


TREASURY DEPARTMENT—SALARIES AND EXPENSES, BUREAU OF NARCOTICS 
Analysis of appropriation base for fiscal year 1956 


Regular appropriation, 1955 act 
Supplemental appropriation for 1955__- 


I, FIs echt 8 8 eet ren nance le nig cewenis 2, 770, 000 
Appropriation base for 1956 2, 770, 000 
Increase over appropriation base for 1956 220, 000 

Appropriation estimate for 1956_.-_...----- oe _..-. 2,990, 000 
Increase or decrease from total appropriation, 1955- - -- + 220, 000 


Comparison of appropriation base with appropriation estimate for 1956 


Appropriati ase | Appropriation esti- 
Appropriation base Appropriation esti Increase or decrease 


for 1956 mate for 1956 


Activity |- 
| Average 
| positions | 


Average 
| positions 


Average 


| positions Amount 
| 


Amount Amount 


|, Administering and enforcing the | 
Federal narcotic and mari- | 
huana laws Sibaees 379 | $2, 708, 830 379 | $2, 928, 830 | _| +$220, 000 
2. Executive direction 7| 61,170 | 7| 61,170 ; 


| —_—|——_—_—— —_———| 

Total appropriation 1955, and | 
appropriation estimate for | 
MEEiscadguntnkicaunsccawns 386 2, 770, 000 386 | 2, 990, 000 | _- | +220, 000 


BuREAU OF NARCOTICS 
GENERAL STATEMENT 


The Bureau of Narcotics is charged with the investigation, detection, and 
prevention of violations of the Federal narcotic and marihuana laws, and of the 
opium poppy control acts and related statutes, including the administration of 
the permissive features of the Narcotic Drug Import and Export Act. During 
1956 the Bureau must continue the concentrated drive against the illicit traffic 
and consequent addiction. 
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EXPLANATION OF LANGUAGE CHANGES 


No substantive language changes are contemplated for fiscal year 1956. 


Analysis of appropriation base 
Sstanisttnatieennyesinigpeensimamensnnionsionsstlet nintinamctstinptinncinsiininiicheei biceps tinted hipahbiit Eley 


Appropriation alloca. 
tion for 1955 


Activity 
Average 


positions | 4™ount 


— 


1. Administering and enforcing the Federal narcotic and marihuana laws é 2, 708, 830 
2. Executive direction....................- 


iaamnity rire matin nape ot pinteb iene bien ee ti 61, 170 


——__, 


2, 770, 000 





No adjustments in appropriation base. 


DETAILED EXPLANATION OF ESTIMATES BY ACTIVITY 


Administering and enforcing the Federal narcotic and marihuana laws: 


Appropriation base for 1956 $2, 708, 830 
Budget estimate for 1956 2, 928, 830 
Increase over base---- 220, 000 


The activities of the Bureau continue at the same high level due to the illicit 
traffic in narcotics. The situation demands the continuation of the expanded en- 
forcement activities to restrict the source of supply on an international, national 
and local level. 

Even though the illicit traffic continues to be dominated by criminals exercising 
every opportunity to reap large profits from this lucrative traffic, there have been 
two significant developments. Because of the mandatory and heavier sentences 
being imposed under Public Law 255, 82d Congress (Boggs bill) some racketeers 
have turned to other fields of operation but the majority have modified their 
methods of operating by employing teen-age and young hoodlums to make their 
deliveries. This change had complicated their detection, which has imposed a 
greater need for constant surveillance work. The other development concerns 
the flood of narcotics emanating from Communist China. 


Comparative statement of cases completed for prosecution and convictions received 





oa 7 
Cases completed Convictions Sentences 
Fiscal year aie 1 aE ce ee acme ——| imposed, 


Registered | Unregistered | Registered  eoiitatialadl yours 


Fines 
imposed 


308 | 5, 855 69 4, 461 B, $168, 114 
275 5, 030 68 4, 011 , 6% 112, 201 
264 4, 017 70 3, 166 174, 600 
261 3, 703 49 2, 601 , 266, 445 
184 2, 647 50 2, 147 : 269, 622 


Investigations, surveillance, and negotiations must be continued in foreign 
countries, in order to restrict the supply on an international level prior to its en- 
trance into this country. Through the cooperation of certain European, Near 
Eastern, and Latin American countries the Bureau has been able to achieve some 
success in partially restricting the supply at the source in these areas of the world. 
However, this degree of success has been completely offset by the supply being 
dumped on the world by the Peking regime. This supply consists primarily of 
pure heroin, the favored drug of most addicts. However, since the Bureau has 
been unable to bring this source under control, increased surveillance in major 
world commercial centers, free ports, and ports of entry into this country is 
absolutely necessary. 
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Comparative statement of number of purchases and seizures 


| 
Internal traffic Ports and borders | 


Fiscal year ite Paes | —_____ Total 


Narcotics Marihuana Narcotics | Marihuana | 
| 


2, 664 2, 
2, 742 1 
2, 853 1 
1 
1 


— ——_- eee rt ——— 


| 
510 | 494 | 


, 151 | 

27 

28 435 | 534 | 

, 593 565 | 653 | 

, 081 807 | 942 | 
| 


1 
5 423 517 | 
4 

3, 169 
2, 580 


On a national level our specially trained agents must continue the methods of 
undercover operations, making repeated direct purchases of evidence until the 
main sources of supply are successfully apprehended and withdrawn from the 
trade. The workload of the Bureau continues to be heavy. Agents work an 
average of more than 50 hours per week. Each of the numerous leads or com- 
plaints received for investigation must be fully evaluated because any one of 
them may furnish the lead to develop a major violation case. 


Comparative statement of caseload, receipt and disposition 


Actual, Actual, | Actual, | Estimate, | Estimate, 
| 1952 1953s 1954 | 1955 | 1956 


Cases pending investigation at beginning of fiscal | | 
year. |} 11,489} 11,805 | 8, 225 | 7, 128 | 7, 628 
Complaints received for investigation 46, 203 46,857 | 45,365 | 48, 000 | 48, 000 


Total known caseload 57,692 | 58, 662 53, 590 | 55, 128 | 55, 628 


| 


Cases completed for prosecution: 
Narcotics: | 
Registered persons | 261 184 | 200 | 200 
Unregistered persons 2, 968 | 2, 487 1, 894 | 2, 300 | 2, 300 
Marihuana: Unregistered persons 1, 049 | 1, 216 753 | 1, 000 1, 000 


Soh RL tn lat cabot 
Total oss aad 4, 281 | 3, 964 | 2, 831 3, 500 | 3, 500 

Cases in which assistance was rendered to loaal | 

authorites, ete 5, 160 | 4, 941 5, 753 5, 500 | 5, 500 

All other investigations completed showing ir- | 

regularities or no violations, ete 36,446 | 41,532 | 37,878 | 38, 500 | 38, 500 


Total disppsitions......................-.. | 45,887 | 50,437 | 46, 462 47, 500 | 47, 500 








Cases pending investigation at close of fiscal year.| 11, 805 8, 225 | 7,128 | 7, 628 | ‘8, 128 


Known addiction in local communities is evidence cf the traffic in narcotics. 
Cooperation with State and local organizations is being given in every instance 
to the limit of the available personnel. 


Comparative statement of vehicles seized 





| 

| : Percent 
Numbe : 
ander | increase 


287 |_- 
344 | 
419 
557 | 
475 | 

| 
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REASONS FOR INCREASE IN 1956 BUDGET 


Mr. Gary. Doctor, I notice from page 195 of the justifications that 
vou are requesting $220,000 more for 1956 than was appropriated for 
1955. 

I may say that in the statements of some of the divisions appear. 
ing before us, assertions have been made that they are reaching the 
point where reductions in appropriations are making it difficult for 
them to operate efficiently. I called attention to the fact this mor. 
ing that this committee recommended to the House last year a reduc. 
tion of only $927,000 in the requests of the entire Treasury Depart- 
ment and both the House and Senate adopted our recommendation, 
This was a cut of less than two-tenths of 1 percent; and so far as the 
Bureau of Narcotics was concerned, we did not cut you a penny. 

Mr. AnsuinGer. That is right. 

Mr. Gary. So that there could be no criticism of our committee as 
far as your Bureau is concerned. 

Mr. AnsLinGerR. We do appreciate it. 

Mr. Gary. I think this committee fully realizes the problem you 
are facing. It is a problem we must turn our best efforts to solving in 
the United States and we want to give you all the money that you 
reasonably need for that purpose. We have very great confidence in 
your ability and we think you have done an excellent job in enforce- 
ment. I think the committee has shown its confidence in you by the 
fact that we have given you every dollar you requested almost every 
vear. 

Can you tell us what the increase of $220,000 is for? 

Mr. ANSLINGER. $183,400 goes for the differential pay which was 
authorized by Congress, overtime. That makes up most of it. 

$6,500 is for transferring employees. We have to shift these men 
about because they get “burned up” in one place and we need more 
money for that. 

$17,600 is for automobile storage and repairs. When you have to 
store a car in places like New York it is quite an item. 

Twelve thousand five hundred dollars is for refunds, awards, and 
indemnities, primarily rewards to special employees. We have 
unusual cases where we must have special employees. We do not 
pay them what they ask or expect but we do pay them and they are 
usually satisfied. 


PRESIDENT’s CommITTEE To Compat Narcotic ADDICTION 


Mr. Gary. Can you give us some information concerning. the 
Presidential Committee that has been set up to study this problem? 


LETTER FROM PRESIDENT 


Mr. ANSLINGER. I would like to insert in the record the President's 
letters, and since Mr. Rose is Chairman of the Committee, I would 
like him to outline the program of the Committee. 

Mr. Gary. Without objection the letter of the President will be 
inserted in the record at this point. 

(The letter referred to is as follows:) 
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Tue Wuite Hovss, 
Washington, November 27, 1954. 
Hon. GEorcE M. HumPuHREy, 
Seeretary of the Treasury, 
Washington, D. C. 
DeaR Mr. Secretary: It is gratifying to know that your representatives have 
been meeting with respresentatives of the other departments concerned with the 
roblem and with my special counsel as an informal committee to review and 
coordinate the Federal Government’s programs to combat narcotic addiction in this 


country. 
In order to define more clearly the scope of the problems which we face and to 


promote effective cooperation among Federal, State, and local agencies, a compre- 
hensive up-to-date survey on the extent of narcotic addiction is urgently needed 
and should be made by the Committee. A determination of what the States and 
local agencies have accomplished and what they are equipped to do in the field of 
law enforcement and in the rehabilitation of the victims of the scourge should also 
be included in the survey. In this, I know, the Committee will have the enthusi- 
astic cooperation of State and local authorities. 

Receipt of the Committee’s report on both subjects as promptly as possible 
will expedite systematic review and improvement of our narcotics programs—local, 
national, and international. I know that devoted and strenuous attention is 
being given to the problem on a number of fronts; but we should omit no prac- 
tical step to minimize and stamp out narcotic addiction. 

Sincerely, 
Dwicut D. E1is—ENHOWER. 

Mr. Gary. We will be very glad to hear from you, Mr. Rose. 

Mr. Ross. I spoke briefly at a previous session on this subject. 

Mr. Gary. Yes; and there is no use reiterating what you said then. 
] just wondered if you had anything to add. 

_Mr. Rose. I can go into a little more detail on the purpose of the 
Committee. It was set up for the purpose of making a study of two 


aspects of this situation. 


SURVEY OF EXTENT OF ADDICTION 


First, I think all of us who have been dealing with the problem have 
confidence in the figures and estimates of the extent of the addiction 
problem which Mr. Anslinger has maintained. Nevertheless, we feel 
the need from time to time for a further and broader study of the 
extent of the addiction problem to make sure that the figures, which 
are largely based on enforcement statistics, are approximately reliable 
as indicating the trend of the problem. 

That is the first purpose of the committee, to conduct a survey. 
Broadly speaking, the method of this survey is a cooperative one 
between the various departments involved, with primary reliance on 
a pretty extensive study which the military is making of the three- 
million-odd people they have in the service, together with related 
draft statistics on people rejected from military duty, thinking that 
an accurate analysis of those data compared with the other statistics 
would give us a more accurate picture of the extent of the national 
problem at the present time. That study is going on at the present 
time. We in the Department have taken on an additional person for 
the purpose of monitoring that and other work of the committee to 
make certain it proceeds as rapidly as possible. 
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EXTENT OF LOCAL AND STATE FACILITIES FOR ENFORCEMENT Anp 
REHABILITATION 


The second phase of the study has to do with the extent of local 
and State facilities both on the enforcement and the rehabilitation 
side of the problem. That stems from a feeling Dr. Anslinger has 
referred to, and that I share, that a large part’ of this problem has 
to be handled locally; that while the extent of cooperation in certain 
areas and certain cities and certain States is. very good, it is not 
uniform throughout the country, and that-a-great-purpose would be 
served by a broad survey of the degree*to which: cities and States 
have provided themselves with enforcement instrtmentalities and 
the extent to which they have provided themselves with rehabilitation 
facilities, on the theory that when we get through we would have a 
source of information that would enable us to get better State and 
local cooperation where it is not forthcoming at the present time. 


ADEQUACY OF STATE LAWS 


I think we will also go into the adequacy of State laws to deal 
with the problem. 

This is a broad outline of the study that is under way. If there 
are any questions I shall be glad to try to answer them. 

Mr. Gary. I think a study of that kind is well worth while. AsI 
said the other day, I do not think the Federal Government should 
undertake the problem of enforcement in the narcotics field to the 
extent that it would create within the States and localities the feeling 
that they have no responsibility for it. It seems to me the prime 
responsibility for all law enforcement is at the local and State level 
and if we once get away from that we will break down rather than 
build up our enforcement processes. The Federal Government could 
not begin to provide a force adequate to enforce the narcotic laws 
throughout the United States, but you have thousands of enforcement 
officers in the localities and in the States that can help in the enforce- 
ment and it is their primary duty. The narcotics traffic is interstate; 
as a matter of fact it is international, and certainly on the interstate 
and international level the Federal Government has a very definite 
responsibility, and I do not think we ought to overlook our responsi- 
bility. I think any effort on the part of your committee to fix the 
responsibility of the State and local governments and the responsibility 
of the Federal Government, with the understanding that all three 
will cooperate in the enforcement, is the happiest solution and would 
be a great contribution to this tremendous problem. 

Mr. Roser. That is our concept, Mr. Chairman, that the value 
that may come out of the committee is a combination of a definition 
of Federal responsibility and local responsibility and perhaps educa- 
tional techniques in the discharge of the local responsibility, which 
will add up to a more effective narcotics enforcement program. 


TRAINING OF STATE AND LOCAL NARCOTIC ENFORCEMENT OFFICERS 


Mr. Gary. Doctor, you said New York now has a squad of 20) 
enforcement officers detailed to narcotic enforcement and other cities 
have similar special squads. What steps are being taken to give 
those special enforcement officers special training for their work? 
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Mr. ANSLINGER. In most cases the local police assign the new men 
who are to be appointed through these squads to us for iastruction. 
The best instruction in our work is in the undercover field. Nearly 
all of the State police in New Jersey were trained by our men in 
Pennsylvania in undercover work. They learn the manner of making 
cases, the preservation of evidence, the drugs used, and so forth. We 
make our officers available to all these local authorities. 

Mr. Gary. Do you have any special course of training like the FBI 
that is open to these local agents? 

Mr. AnsLtincER. No, we do not. That would take a lot of money. 

Mr. Gary. Could it not be operated in connection with the FBI? 

Mr. ANstinGER. I doubt that. We send our own men mostly to 
Camp Gordon to the criminal investigation school there, which is an 
excellent place to send them. We also send our men to the enforce- 
ment school of Treasury, which is very good. But for us to set up 
a school—it has been suggested and I think it was recommended by 
the Senate investigating committee—but for us to set up a school, 
say here in Washington, and have the men come in, we just do not have 
the money and do not have the facilities. This is something perhaps 
this interdepartmental committee will go into and examine that 
possibility. If we get more enforcement on the State and local level 
we probably can make available some of our experts for that work. 

Mr. Gary. I know the FBI have done that. They have an 
excellent training school. Of. course they do not undertake to train 
all the enforcement officers in the United States, but they permit the 
State and local authorities to designate men to come to that school, 
and I think it has been very helpful, because those men can go back 
and train the men within their department. 

Kor example, in Richmond we have a training school, I think once 
a year during the summer, at the University of Richmond for our 
local police officers. I was wondering if something of that kind had 
been done in your field? 

Mr. Ansuincer. Nearly all these big police departments have 
training schools and we send men there. 

Mr. Gary. You send your men there? 

Mr. ANsuInGER. Yes, we do that. 

Mr. Gary. Then you do give them some instruction? 

Mr. Anstincer. Right in their own schools. 

Mr. Gary. That is fine. I think that is probably the best way 
to handle it. 

Mr. ANstinGcER. We would prefer having those fellows work with 
us because we obtain the services of good undercover operators 
without cost. 

Mr. Gary. I am glad to know there is some training. 

_ Mr. AnstincEr. Yes; we do that. We sent a man to your school 
in Richmond. 

Mr. Gary. I did not know that. 

Mr. Rosr. I would like to confirm what Dr. Anslinger said in this 
respect: I think the question of how to bring training to the State and 
local communities will be a matter for consideration by the committee, 
and it may require additional funds for the Bureau to be able to 
do that. 

Mr. Gary. That would seem to me to be a step forward, and I 
certainly am delighted that this committee has been appointed. You 
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have a great opportunity for service in this field and I am sure you will 
get whatever cooperation is necessary from this committee, not only 
for the Narcotics Bureau but for the special committee that is making 


this study, because we all realize the importance of the problem. 
Mr. Ross. Thank you. 


COOPERATION BETWEEN BUREAUS OF NARCOTICS AND CUSTOMS 


Mr. Gary. Can you tell us something about the cooperation in the 
enforcement of the narcotics laws between the Bureau of Narcotics 
and the Bureau of Customs? 

Mr. ANsLINGER. We have along the border in places like San 
Francisco and New York some of our people who work with the customs 
people on these cases. In New York there is a special narcotics 
squad set up by the Customs Bureau. We have excellent relations 
with them. Frequently we work these cases jointly and each Bureau 
puts in half the cost of the operations. 

Mr. Gary. Do you think the effectiveness of the program has been 
decreased by reason of the spot checks that are being used in Customs 
now? 

Mr. ANsLINGER. We have not noticed anything. 

Mr. Gary. You have not noticed a change? 

Mr. ANSLINGER. No, sir; because you make your seizures based on 
information and not on baggage checks, 


NO INCREASE IN PERSONNEL PROPOSED 


Mr. Canrievp. Dr. Anslinger, ever since I have been a member of 
this subcommittee I have been impressed by your testimony and your 


very obvious dedication to your very important assignment. 

I am sure that you know and the members of your staff know how 
I feel personally toward you. 

It is my understanding that you are asking for 386 average positions 
for the new fiscal year, which is the same number covered in the current 
fiscal year. 

Mr. Anstincer. That is true, yes, there is no increase in personnel. 


NUMBER OF ENFORCEMENT AGENTS 


Mr. CanrreLtp. How many have you of what we call enforcement 
agents, men in the field? 

Mr. ANSLINGER. At the present time we have 250 on the rolls. 

Mr. CANFIELD. 250? 

Mr. ANSLINGER. Yes, sir. 

Mr. CanrFie.p. I think it is a remarkable thing that you have been 
able to do the job that you have done with 250 men under an appropria- 
tion of considerably less than $3 million. 

Mr. AnsuinGeER. That is about the size of the police force of Akron, 
Ohio. 

Mr. Canrre.p. Dr. Anslinger, I am sure that we are glad to see 
in Washington these days, as the new Internal Security Chief, Mr. 
Tompkins, a former member of the State Legislature of New Jersey, 
who is a crusader on the subject of narcotics addiction and, who | 
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believe collaborated with you in writing a very worthwhile book a 
year Or SO ago. 
Mr. ANSLINGER. Yes, sir. 


EXTENT OF NARCOTIC ADDICTION IN UNITED STATES 


Mr. CanFIeLp. At that time, Doctor, you and he indicated that 
you believed that narcotic addiction in the United States had dropped 
considerably over a period of years. Would you make that state- 
ment before this committee today? 

Mr. AnsLINGER. Yes, sir. As to the overall situation, I believe 
I can sum it up. Going back before the time of the Harrison Act, 
when we had 1 addict in every 400 in the general population, by 
around 1914, and after that act went into effect. addiction dropped 
to about 1 in a thousand, and today you will find that this survey is 
just following out the predictions based on close observation, there 
is about 1 in every 3,000: of the general population. So, over a 
period of years, even with this increase in population, it has ‘dropped 
ove vrall. 

Had it not been for the Federal and State legislation and interna- 
tional controls we should probably have a million addicts easily, 
because in those days you could buy morphine across the counter 
for $2 an ounce. Today you do not see that. Take the oldtime 
druggist who handled it and even the oldtime doctor outside of the 
metropolitan cities, he comes in and says, ‘“‘Where are these addicts 
today that I hear so much about, I don’t see them any more.”’ The 
ratio of women addicts has completely changed. The ratio of females 
to men was 4 to 1. It is different now, and the ratio is 5 men to 1 
female. 

Mr. Canrrevp. In other words, in recent months there has been 
no appreciable increase in drug addiction as many of these written 
articles would indicate? 

Mr. Anstincer. In New York, Los Angeles, and several other 
places there is definitely an increase. 


PRESCRIPTION OF NARCOTICS BY DOCTORS 


Mr. Gary. Is it not true that the doctors prescribe less narcotics 
today and under the Food and Drug Act they cannot sell patent 
medicine containing drugs openly on the market today, and therefore 
that decreases addiction to some extent? 

Mr. ANSLINGER. You are absolutely right, Mr. Chairman, because 
in patent medicine the opium derivative has disappeared. Then 
another is the across-the-counter sale and less prescribing by doctors. 
Morphine is a drug they mostly prescribe. The manufacture of 
morphine has dropped from 90,000 ounces a year to 45,000 ounces a 
year. That is all on prescriptions, even with our increase in population. 


PATENT MEDICINES CONTAINING NARCOTICS 


Mr. Gary. I know that they used to put out these baby cough 
sirups that had a lot of opiates in them, and they made addicts 
out of the babies. 

Mr. AnstincEerR. And they stayed that way the rest of their lives. 
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NARCOTIC SITUATION IN WASHINGTON, D. C. 


Mr. Canriexp. Dr. Anslinger, I agree with everything that has 
been said here today about the importance of local enforcement jy 
this field, and on the basis of the testimony given this afternoon | 
cannot believe that local enforcement is anything near what it should 
be in our United States, and it disturbs me to note that you told us 
that the city of Washington, the capital of our great Nation, continues 
to be a trouble spot. 

I do not want to force you into a position where you have to 
criticize severely the Metropolitan Police Department and_ the 
enforcement of laws in the Nation’s Capital, but there is something 
wrong here. I noted especially a few years ago when in a cleanup 
operation a local police officer was apprehended, and I believe later 
indicted. I do not know at this time what became of that trial, if 
such was had, but can you tell us today, or will you discuss briefly 
this problem right here where Congress is situated, and what you 
think may be done to make the Capital City a healthier city? 

Mr. ANSLINGER. Well, I would like to discuss some of this off the 
record. 

(Discussion off the record.) 

Mr. CanFieELp. | know it is a difficult situation. Is there anything, 
Doctor, that you can tell us off the record, so far as members of the 
local force are concerned or cooperation with the Federal Bureau is 
concerned? 

Mr. ANnsLtincEeR. Compared to other cities the local squad is small 
in relation to what they would have in Detroit or other cities where 
there is a problem. The local squad could be increased. 

We are trying here, with the few men that we have available, to 
take care of interstate traffic, the source of supply that comes into 
Washington, and some of the wholesale dealers here. 

This so-called street level peddling should be handled by the local 
police. There is a new squad now that has been formed which is 
beginning to make progress. 

If you have noticed Chief Murray’s recent statements about the 
decrease in crime here, about 16 percent drop in crime, you can 
attribute that, in some measure, in fact, in large measure, to the fact 
that a lot of these addicts, most of whom are peddlers and thieves, 
have been sent to the penitentiary. 

I have tried to impress upon the local people for every man that 
you put on your narcotics squad you are saving five detectives because 
they will not have to go out and investigate crimes committed by the 
addicts. An addict in jail is a thief off the streets. 

Let me say this off the record. 

(Discussion off the record.) 

Mr. CanrieLp. Dr. Anslinger, how about the sentences that are 
being imposed by the courts in the District of Columbia at this time? 

Mr. ANsLINGER. There has been a remarkable change in the 
sentences meted out by the judges here to the drug peddler the addict- 
peddler, and the trafficker. The average sentence in the District now 
is probably higher than in any district in the United States. 

(Discussion off the record.) 

Mr. AnsLinGeR. Congress passed this act providing for the com- 
pulsory hospitalization of the drug addict in the District of Columbia. 
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The first few addicts who had warrants issued for them disappeared. 
They went underground, or they left the city. _Wedo not know where 
they went, or whether they are still in hiding. As a result, the 
Washington Star, which sponsored this idea, wrote some articles 
wondering why they had 15 beds and we had not used them. A 
detective was appointed by the chief to go after these people, to make 
it his duty to bring in these addicts, and since that time he has done a 
very excellent job in bringing them in. I think he has brought in a 
couple of dozen so far. 

Mr. CanFietp. Off the record. 

(Discussion off the record.) 


YOUNG PEDDLERS 


Mr. Canrietp. Dr. Anslinger, right now I want to quote from 
your justifications a paragraph that I think is very important, and 
it is as follows: 

Even though the illicit traffic continues to be dominated by criminals exercising 
every opportunity to reap large profits from this lucrative traffic, there have been 
two significant developments. ecause of the mandatory and heavier sentences 
being imposed under Public Law 255, 82d Congress (Boggs bill) some racketeers 
have-turned to other fields of operation, but the majority have modified their 
methods of operating by employing teen-age and young hoodlums to make their 
deliveries. This change has complicated their detection which has imposed a 
greater need for constant surveillance work. 


That disturbs me. Will you tell us something about that picture? 


}] think that is something that the so-called Hendrickson committee 


went into some time ago. 

Mr. ANSLINGER. That method of operation has been followed now 
since these racketeers know that a second conviction brings a mini- 
mum of 5 years. They recruit young peddlers to do the work. Of 
course, those fellows are apprehended, and they are getting sentences, 
too. They are not all juveniles. 

Mr. Canrretp. Are they teen-agers? 

Mr. ANstinGer. They are around 20 to 25 years of age, that type 
of young hoodlum, but they are getting their terms now of 2 years. 
That Boggs Act is really scaring the wits out of a lot of these peddlers. 
Take the situation in Florida. You would think that Florida with all 
of its cosmopolitan population and with the influx from the North 
would have many of them, but they do not. They are frightened more 
by that Boggs Act than they are by us. 

Mr. Canrrexp. Off the record. 

(Discussion off the record.) 


PROBLEMS OF PROCEDURE AND JURISDICTION 


Mr. Canrretp. All of this business, of course, Doctor, poses a 
proposition chiefly for the local enforcement agencies, does it not? 

Mr. Ansuincer. It does. 

I was going to follow Mr. Rose on this matter, following your idea, 
Mr. Chairman, about areas of jurisdiction. 

You know that there are so many places where the Supreme Court 
has just put a fence around us, and we cannot move, and very fre- 
quently and probably in a large number of our cases we could step 


in, but if we did we would be out on the sidewalk. So, we call a State 
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or local man and point to this fellow and tell him what he has done. 
and the State man takes over. They have those areas of jurisdictioy 
in relation to the possession of tax-paid stuff where they steal it from 
a drugstore, where we cannot step in. 

Under probable cause in the Constitution we have a very tough 
job. A narcotics agent always has to bear the Supreme Court decisions 
in mind when he is making a case. He always has to consult with the 
United States attorney as to the proper procedure to be followed, 
We have to switch over from conspiracy cases and make buys, 

When you buy stuff from a fellow you have him cold and you can go 
into court, and there is no question about probable cause there when 
you have corroboration, but in conspiracy and other cases of that kind 
it is very difficult to prove. 

Mr. Canrretp. Are you asking for sufficient funds for your buys? 

Mr. ANSLINGER. Yes, sir, we were pretty well taken care of on this 
last year in that respect. 


NARCOTICS FROM COMMUNIST CHINA 


Mr. Canrietp. Doctor, I suppose that another development. that 
concerns you is the following of narcotics emanating from Con- 
munist China. 

You say in your justifications: 

Investigations, surveillance and negotiations must be continued in foreign 
countries, in order to restrict the supply on an international level prior to its 
entrance into this country. Through the cooperation of certain European, Near 
Eastern and Latin American countries the Bureau has been able to achieve some 
success in partially restricting the supply at the source in these areas of the world. 
However, this degree of success has been completely offset by the supply being 
dumped on the world by the Peking regime. This supply consists primarily of 
pure heroin, the favored drug of most addicts. However, since the Bureau has 
been unable to bring this source under control, increased surveillance in major 
world commercial centers, free ports, and ports of entry into this country is abso- 
lutely necessary. 

You do not have any Bureau of Narcotics men in the Far East, 
do you? 

Mr. ANSLINGER. No, sir; the Customs Service covers the Far East. 
They have men in Hong Kong and Japan. We do not have anyone 
in southeast Asia. That is their orbit of foreign enforcement. 

Mr. Canrre.p. And the men they do have over there are very few 
in number, 3 or 4? 

Mr. ANsLINGER. It is about four, I do not think more than that, 
but there is a tremendous quantity of heroin coming out of China, 
mostly through Hong Kong an enormous quantity of opium, heroin, 
and morphine in the crude state, some of which we have seized quite 
recently, coming down from Yunan into Thailand, Burma, and 
Indochina and all through there, very large quantities of it. The best 
we can do on that is to make a case such as we have made in Sal 
Francisco which, after all, was just a drop in the bucket, but which 
does break into that traffic. 

All the documents examined by the United Nations coming from 
all of the governments in that area will point to the fact that Com- 
cree China is the major source of supply of narcotics for the entire 
world. 
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Japan is getting most of the heroin that is being smuggled out- 
Japan is having a stupendous problem with the heroin trade, which 
is being peddled by Communist agents. 

In this statement you will find reference to 2,400 young peddlers 
who came down from North Korea who were trained in a school in 
Rashin, North Korea. Two thousand four hundred were arrested- 
You can imagine that probably at least five times that number were 
not arrested. They had heroin in one hand and gold in the other 
hand with the idea of corruption and spreading addiction. 

We had a case in New Jersey, recently. A woman came into 
Newark with a young GI who was addicted, and we sent him to 
Lexington. His first brush with addiction occurred in Seoul in South 
Korea, where, with other young fellows, he was enticed into the heroin 
addiction by some young girls who were part of this mob that came 
down from North Korea. 

I have made now three statements like this before the United Na- 
tions, all of them documented, hoping that public opinion will finally 
force them to suppress this traffic, which they could do if they wanted 
to because Nationalist China just about suppressed the traffic where 
it was not too much of a problem. There is traffic in heroin and smok- 
ing opium. This heroin coming out of there is something that they 
could stop. They are selling it it in Japan. They are selling it down 
through southeast Asia for American dollars, and in many cases in 
that area it is exchanged for war materials. 


INFECTION OF OUR TROOPS IN FAR EAST 


Mr. CANFIELD. This may be a difficult question for you to answer, 
but you are always a straight shooter, Dr. Anslinger: Is this illicit 
trafic originating from China for money only, or is there another 
motive? I ask that question because you told us something about 


infection in our troops. I believe Mr. Sieminski talked about that 


another day. 

Mr. ANSLINGER. Yes, sir. 

Mr. CANFIELD. Mr. Sieminski, as you know, is a veteran of the 
conflict in Korea. 

Mr. AnsuincER. The proof of that is the large number of GI’s 
who have been returned from the Far Eastern theater because of 
narcotic violations, either because of use or possession. 

Dr. Berry of the Armed Forces went out a few months ago to see 
what he could do. The Air Force is doing a splendid job of trying 
to keep it down because the minute a fellow lands there they indoc- 
trinate him, saying this is what you are up against, stay away from 
this place, be careful when you run into certain people; they try to 


Hget you to use narcotics. The Air Force is doing an excellent job on 
pon that. They are very alert, and as a result their violations have 


declined. 

Mr. Canrre.p. I believe last year, or it may have been the year 
before, when Cardinal Spellman visited the troops in Korea, he took 
note of that situation, and made some statement there. Do you 
recall that? 

Mr. AnsuincerR. Yes, sir, I do. Certainly the primary purpose 
would be for gold, because you can appreciate that some of these buys 
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we made in San Francisco, that the money did not stop there. On 
an organizational basis they are attempting to neutralize civilians and 
security forces. Japan is really suffering under this heroin attack: 
she is suffering very badly. 


MOVING OF U. N. NARCOTICS OFFICE TO GENEVA 


Mr. CanFieLp. Doctor, what is the genesis of the movement of the 
U. N. narcotics office from U. N. headquarters in New York to 
Geneva? Do you know how that originated, and who made the 
motion? 

Mr. ANSLINGER. It was suggested by a planning group which the 
Secretary General had set up in the organization to streamline it and 
to save expense. That is the reason that was given to us. 

Mr. CanFie.p. There is no nation in the world that does more to 
suppress this traffic than the United States. 

Mr. ANSLINGER. Yes, sir; that is true. It should remain here, cer- 
tainly, because after all, there are other divisions there that could be 
moved that have no important relationship to problems in the United 
States, like population, transportation, traffic in women and that sort 
of thing, but here is a division where we have a week-to-week relation- 
ship with the division in many, many areas, and it will be very difficult 
when it is moved to Geneva, if it is moved, to maintain this contact. 

Mr. Gary. Will you yield for a minute, Mr. Canfield? 

Mr. CANFIELD. Yes. 

Mr. Gary. Doctor, I might say that I was requested by an organiza- 
tion to write a letter to the United Nations opposing that move. 
Before I did so I took it up with your office. When I found out that 
you were opposed to it, I wrote a letter to Mr. Lodge, our representa- 
tive in the United Nations, asking him to use his influence in trying to 
keep the division in the United States. 

Mr. Anstincer. Thank you. 

Mr. CanFtetp. I followed the same procedure and did likewise, 
Mr. Chairman. 

TREASURY AGENTS IN FAR EAST 


Going back to this Far Eastern situation again where we find 
3 or 4 customs men there in the Far East. Dr. Anslinger, is it your 
understanding that they are customs men or Treasury agents who have 
to do with customs, narcotics, and other matters? 

Mr. AnstincER. I think they have to do with all matters relating 
to the Treasury Department. I noticed in their reports that they had 
to do with gold smuggling, diamond smuggling, and so forth. 

Mr. CanFieLp. They have other responsibilities? 

Mr. AnstincEer. Yes, they have other responsibilities, that is true. 

Mr. CanFieLp. However, under your appropriation you have sent 
a Narcotics Bureau man to Europe? 

‘Mr. ANnsLINGER. Oh, yes. 

Mr. CanFie_p. To work with foreign police in breaking up some 
of these big gangs who have cached this stuff and sent it to our 
country? 

Mr. ANsLINGER. Yes, sir. You made the first money available 
to us for that purpose, if you remember. 

Mr. CANFIELD. Yes. 
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Mr. ANSLINGER. And we have increased our operations consider- 
ably to the point where we are received not only in the European, 
but the Near Eastern countries without any question. 


FUNDS REQUESTED FROM THE BUREAU OF THE BUDGET 


Mr. CANFIELD. Doctor, are you getting, in this budget request 
here before us, all of the funds you requested from the Bureau of the 
Budget? 

Mr. AnsutincerR. Although we did request more, a reexamination 
has resulted, and we thought we would wait until after the President’s 
Committee made its recommendation. We will be covered in that 
with respect to whether it should be increased. 


PRESIDENT’S COMMITTEE TO COMBAT NARCOTIC ADDICTION 


Mr. CANFIELD. Mr. Rose, I think you will bear witness that I, as 
the former chairman of this subcommittee, last year urged upon you 
action which has led to this letter from the President setting up this 
Interdepartmental Committee, and today I am glad to hear the report 
that you make thereon. Do I understand that you expect to have 
some conclusions in the reasonably near future to report to the 
Congress? 

Mr. Ross. I think that the prospect on that is about this, Mr. 
Canfield: Some parts of the study will take longer than others. I 
think the longest is the Defense Department portion of it, which is 
perhaps the most valuable on the point of the extent of addiction. I 
cannot speak for the committee because we have not agreed to make 
parts of the report available ahead of others, but I would hope the 
final report would be available not later than the middle of May. 

Mr. Canrrge.p. I hope that is true because a series of articles have 
been written on drug addiction in the United States, some of them 
based on studies made by the Senate committee headed by former 
Senator Hendrickson, and undoubtedly in the Congress they will be 
the basis of some discussion. 

Mr. Rosg. We hope to proceed with this just as fast as we can 
because we realize the importance of it. 


FACTORS OF ENVIRONMENT AND GENEALOGY LEADING TO ADDICTION 


Mr. Srteminski. Perhaps, Mr. Anslinger, it is time to salute a few 
States around the country free of any Federal narcotic convictions in 
the last year. 

Your report shows no cases completed in the States of New Hamp- 
shire, Idaho, Vermont, Rhode Island, and Wyoming. 

Those with 1 case completed are Maine, North Dakota, Delaware 
and South Dakota; with Montana, Nebraska, and Utah with 3 cases. 

Then, on the other extreme, States most in need to clean up, it 
appears, are Texas with 400 cases completed, California 307, New 
York 396, Ohio 185, Illinois 156, Michigan 129, Pennsylvania 116, 
and Colorado 78. The rest of the States, of course, have fewer cases 
completed. 

Has environment anything to do with these cases, or, is it a com- 
bination of environment plus genealogy? 
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Mr. ANsLINGER. You have both factors there. I would say 
genealogy first, coupled with environment. Certainly those two 
combinations spell out a lot in relation to the addiction-prone people. 

In those places we have trouble, for instance, in Detroit, they come 
from two police precincts. 

_In New York they come from 1 or 2 sections and in Philadelphia 
and Pittsburgh it is the same way. You can just draw a line around 
city blocks, around areas of social and economic deprivation. You 
did not mention the State of Minnesota. 

Mr. Sreminski. Minnesota has 19. 

Mr. ANSLINGER. There is no problem in the State of Minnesota. 
I think the type of people has a lot to do with it. You find about 
1 addict in every 25,000 of the general population in Minnesota, as 
compared, say, to 1 in 3,000 in the more heavily populated sections, 

Mr. Sreminski. Do you think we could pursue this evaluation to a 
point where immigration authorities could acknowledge it? Nations 
whose offspring might be involved in this addiction might well give 
the problem greater attention. They would know that if, in times of 
economic distress, they would want to get more of their people into 
this country, heavy narcotic addictions among them might well 
reduce their chance of doing so. If we did that, our foreign and off- 
shore language papers could become interested and possibly help 
monitor the situation. Especially in resetting quotas. Take people 
of my own lineage; if Americans of Polish extraction were going hay- 
wire on narcotics (which, thank heavens, they are not) you could be 
sure that a great cultural response among the sensitive elements 
involved would take place; especially if the narcotic pattern showed 
no improvement. Behavior patterns could aid us in adjusting immi- 
gration quotas, could they not? Might this factor not have a de- 
terrent effect on the problem? Or is that too extreme? 

Mr. Ansuincer. Well, I have not studied it from that angle, Con- 
gressman, but I will say this, and this is off the record. 

(Discussion off the record.) 

Mr. Sremrinski. You have answered my question. I have only one 
other question, Dr. Anslinger. 
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PROPOSED ENFORCEMENT OF NARCOTICS ACT BY FBI 


What is there, Doctor, to the report made earlier, that the FBI 
might take over the enforcement of the Narcotics Act, have you heard 
of that at all? 

Mr. ANsLinGeR. Congressman, I do not think that the FBI wants 
to take over this enforcement. 

There is a bill that was introduced 2 weeks ago by Senator Payne, 
and sponsored by some 40 Senators, which would transfer the functions 
of the Bureau of Narcotics to the Department of Justice. 

Of course, we assume naturally, that the investigative part would be 
transferred to the FBI. 

In the House there are 4 similar bills which were introduced by 
4 Congressmen and referred to the Ways and Means Committee. 
The treaty of 1931 does require a special administration in every 
country for narcotic control. In the Treasury Department there is 
the Coast Guard, the Internal Revenue, Customs, and ourselves. We 
work on a day-to-day basis, and the Supreme Court has held that 
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this is a revenue measure, not a police measure. So, we might be in 
trouble in the Supreme Court because they have held twice in a 
5-to-4 decision that the act is constitutional on a revenue basis. 

Mr. Sremrnski. In your Department the drug addict part is inci- 
dental to your controlling the whole flow of drugs and narcotics. Is 
that the great contribution your Department makes? 

Mr. ANSLINGER. We have legitimate traffic also. 


DOLLAR VALUE OF NARCOTIC TRAFFIC IN UNITED STATES 


Mr. Steminski. What would you say the value of the narcotic 
traffic in America is? 

Mr. ANSLINGER. The licit or the illicit? 

Mr. Sreminski. Both. 

Mr. AnstincEer. Not including, of course, doctors and druggists 
and their services relative to writing prescriptions, and so forth, but 
the value is in relation to opium imported, and it would be some $3 
or $4 million. That is the amount that would be paid for raw mate- 
rial, and then, of course, as it is processed it takes on more money, as 
it goes down to the prescription basis. 

As to the illicit traffic, we think the average addict will spend $10 
aday for heroin. Assuming that there are some 60,000 addicts in the 
United States, they would then pay about $600,000 a day for their 
supply. 

Mr. Sreminski. Which would amount to that amount times 365. 

Mr. ANSLINGER. Yes, sir, which is a rather enormous sum of money 
involved in the illicit traffic. Of course, that starts from the foreign 
source down through the smuggler to the wholesaler and those who are 
connected with him, the small peddler, and the retail peddler who sells 
the supply, we will say, for about $10 a day. 

Mr. Steminski. That looks like it is about $219 million a year.. 

Mr. Anstincer. That is probably about right. 

Mr. Stemrnski. What is the volume of legal traffic under your 
jurisdiction or supervision, the O. K. traffic? 

Mr. AnstinemR. Well, I would say that it would probably not 
exceed $10 million. 

Mr. SreMINnSKI. So, the whole operation is about $229 million? 

Mr. ANSLINGER. Yes. 


PROBLEMS INCIDENT TO POSSIBLE TRANSFER OF NARCOTICS 
ENFORCEMENT TO FBI 


Mr. Steminski. Now, there is a feeling that you could use more 
agents for enforcement purposes. A comparison has been made 
showing that in the New York-Philadelphia area there are more FBI 
agents than you have agents in your whole setup. That is one ap- 
proach I have heard to justify more agents for you in that area. 
Why are there not more narcotics agents in that vicinity? 

| think the FBI must watch itself on this also. If it gets into this 
game through that Senate resolution it will automatically find itself 
engaged in foreign operations, because of a need to deal with foreign 
powers, and sources. 

Mr. ANsLINGER. Yes, sir; they would have to take up the whole 
setup. 
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Mr. Sreminsk1. So, it would change the complexion of the FBI into 
an international agency rather than a Federal agency. Would not this 
also be a conclusion to be drawn from this Senate resolution? 

Mr. Gary. But the main thing is you would be building up in the 
Federal Government a great enforcement agency which was never 
intended. The enforcement of law should be in the States and locali- 
ties, and what is more, you begin to pour all of these various enforce- 
ment activities into the FBI, and sooner or later you will see the FBI 
break down by its own size. 

I remember back in the prohibition days that people wanted to put 
the enforcement of prohibition on the FBI. I do not know anything 
that would have done the enforcement of prohibition and the FBI 
more harm that to put that into the FBI. 

The FBI has a special service to perform. They are performing it 
admirably. Nobody in the United States has more respect for Mr. 
Edgar Hoover and the FBI than I do, but I think it would be the 
greatest mistake in the world to saddle ‘them with the enforcement of 
narcotics. 

Mr. ANnSLINGER. Mr. Chairman, this is specialized work. 

Mr. Gary. Sure, it is specialized work. 

Mr. ANSLINGER. You must have special agents for it. 

When this was a section under the Bureau of Internal Revenue, the 
agents doing enforcement of the oleomargarine tax, and the liquor 
taxes, tobacco, and narcotics, they would not touch narcotics unless 
they had to because it has all the dirty work connected with it, and 
they preferred, naturally, their other assignments, and it was just 
kicked around before it became a bureau. 

Mr. Sremrnskr. I want to put more shine on the badges of sheriffs 
and their deputies all over America. 

Mr. Gary. Yes. 

Mr. Sreminsxr. We have a great sheriff up in Hudson County. 
His name is Bill Flanagan. Heisdoinga fine job. In our community 
Sheriff Flanagan is highly respected. Soisthe FBI. Sheriff Flanagan 
works in close cooperation with other law-enforcement officers in the 
County and the State. When need be, he will call the FBI in Newark 
where its headquarters is located. If so, it is done with suavity, 
discretion, and a velvet glove. In our district the FBI is not upper- 
most, in any controversial sense, in the minds of the people. They 
know it as an aid to Hudson County, not as its boss, thanks to Sheriff 
Bill. 

Mr. Anstincer. That accounts for the cleanliness of your county 
too, because we have a hard time making a case in Hudson County 
with the sheriff and these other law enforcement people that you have 
up there. With your sheriffs, State police and the local police and the 
courts you have a system there, and you cannot find anything like 
that, where that chief justice keeps his eyes on every case that comes 
up. 

Mr. Steminskr. Yes, I would be very happy to defend that situation 
and recommend it elsewhere. 
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SUFFICIENCY OF PENALTIES AND ENFORCEMENT LAWS 


Mr. Witson. Are you supported by sufficient laws to enable you 
to confine the flow and use of narcotics most efficiently and effectively? 
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Mr. ANSLINGER. We could stand a heavier penalty law. I do 
favor a more severe penalty for selling heroin, for the sale of heroin. 
There is pending in the Ways and Means Committee a bill which 
would do that. 

For instance, in Lubbock, Tex., recently everybody was complaining 
about the traffic there. We sent an undercover man in there and 
within several months he had 25 cases. The judge gave maximum 
sentences. We were able to take our man out of there. 

The judges just will not use the maximum. For the sale of heroin 
we do need a heavier penalty. 

Mr. Wisson. Is that legislation being prepared at the present time? 

Mr. AnsuinGeER. It has been introduced by Congressman King, of 
California. 

Mr. Witson. Have those provisions of H. R. 8300 which affect 
your operations been corrected since the passage of the law? 

Mr. ANSLINGER. Yes, sir. We do not suffer as a result of that. 


NARCOTIC ADDICTS IN FEDERAL INSTITUTIONS 


Mr. Witson. How many narcotic addicts are*we treating now in 
our institutions? 

Mr. AnstinGER. About 1,500 altogether, about 1,200 in Lexington, 
and 300 in Fort Worth. 

Mr. Wiison. Those are the two Government-operated institutions 
for the treatment of narcotic addicts? 

Mr. ANSLINGER. Yes, sir. 

Mr. Witson. Are they adequate for that purpose? 

Mr. AnsuinGER. I think they are. There has been a waiting list, 
as far as females are concerned, at Lexington. We do need more 
facilities for females. The Fort Worth hospital could accommodate 
1,000 males. We have 300 there now. The other 700 are mental 
patients which could be transferred, if the need arose for more space. 

Mr. Witson. Do you know how many are being treated in State and 
local hospitals? 

Mr. Ansuinaser. Oh, very few. The only other record we have is in 
New York City, where the daily census would be around 80 or 90. 

Mr. Witson. Along that same line do you have any idea as to how 
many addicts are being treated in private institutions through private 
financing? 

Mr. Anstincer. We do not know that, but there are some being 
treated. 

Mr. Wixson. Off the record. 

(Discussion off the record.) 

Mr. Wiison. My next question is, What degree of success are we 
having in our institutions, and I think you already have fairly well 
answered that. Would you say we are having a fair degree of success? 

Mr. Ansuincer. If we have over 10 percent I think we are lucky. 

Mr. Witson. Thank you for that very direct answer. 

What could Congress do to strengthen your hand in the effort to 
reduce the flow of narcotics to a desirable minimum? 

Mr. Anstincer. Abroad? 

Mr. Witson. No, internally, I mean any way in which Congress 
can'act effectively. What can we do? 
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Mr. Ansiincer. We feel that compulsory commitment of the 
addict by the States is most desirable. It would be constitutionally 
impossible for the Federal Government to do this in the States. , 

Mr. Witson. Thank you. 


ENFORCEMENT IN ILLINOIS 


Mr. Murray. I would first like to make this statement. I worked 
with the Illinois Crime Commission in evolving legislation in the 
State of Illinois which resulted in a higher penalty for the sale of 
narcotics. I know the Bureau of Narcotics was very cooperative 
with the Illinois Commission, and are very cooperative with our local 
enforcement offices. I also spent some time in the State attorney’s 
office. In Illinois our officials are doing a very effective job with 
respect to narcotics at the local level. In Chicago there has been 
established a narcotics division in our municipal court. 

Frankly, Dr. Anslinger, I am of the opinion that the narcotic situa- 
tion is more of a Federal problem than it is a State problem. I recog- 
nize the basic responsibility is on local officials to enforce the criminal 
laws, in theircommunity. But there is more in the narcotic problem 
than a problem of local law enforcement. It is national and even an 
international problem with aspects beyond the jurisdiction of any 
local law-enforcing officer. 

You made the statement that if you caught 1 addict, through 
compulsory commitment or commitment relative to possession, you 
in effect have solved 5 robberies. Is that right? 

Mr. Ansuincer. That is right. 
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EFFECT OF SEIZING SUPPLIES OF NARCOTICS 
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Mr. Murray. Isit not also true that if you seized and confiscated 
a large supply of narcotics you would also prevent perhaps hundreds of 
persons from becoming addicts and as a result prevent many other 
robberies? 

Mr. AnsurnGer. I will have to disagree with you on the matter of 
seizures. There was a time when we were seizing tons—literally 
tons—of this stuff coming into New York. If we seize a kilo today we 
think we are doing a big job. In Chicago the heroin that is being 
sold there would be about 5 percent pure and 95 percent adulterated, 
so we prevent 95 percent from reaching addicts. Say we moved into 
the supply, which is probably coming from New York to Chicago. 
If we seized half of it, which we will not, the adulteration would be 
increased and it would be about 2-percent pure. The addicts will go 
down to even 1-percent heroin. 
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EFFECTIVENESS OF NEW JERSEY REHABILITATION PROGRAM 


Mr. ANsLINGER. One of the most effective things I have ever seen 
is taking place in the State of New Jersey, and it is the only State doing 
that. Mr. Tompkins went to the State legislature to set up a hospital 
for addicts in the State of New Jersey. The most effective thing is 
that if you pick up a drug addict in New Jersey he is a disorderly per- 
son and he can be sent to a State prison, where he will be given re- 
habilitative treatment. That is more effective than anything else we 
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can do. Seizing narcotics is the most difficult kind of operation you 
can imagine, because you have to work through different stages of oper- 
ation. You have been a State’s attorney and you know how you have 
to work. But to stop the source of supply, you could use the Army, 
the Navy, and the Marines and you could not stop it. We might 
seize 10 percent, but we will never do better than that. I do not think 
anybody would do better than that, if you had the Army. 

This thing that they have in New Jersey has impressed me very 
much. If a fellow is caught stealing and is an addict he goes in as a 
disorderly person even if he is acquitted on the other charge. No 
other State has tried that. It has been introduced in other States 
and vetoed on the ground it is giving an addict a criminal record. 
When he buys heroin he commits a felony. You remember the 
problems, Mr. Canfield, in Newark and Camden and Atlantic City. 
We do not see those any more. 

Mr. Murray. Do they make being a disorderly person a felony? 

Mr. Anstincer. No, a misdemeanor. 

Mr. Murray. Just a misdemeanor? 

Mr. ANsLINGER. Yes, just like picking up the common drunk, and 
there is more cause for picking up an addict because he is a thief. 


NEED FOR SEVERE PENALTIES 


Mr. Murray. Is it not a fact that none of the dope in Chicago 
generates from Chicago? It generates from out of State? 

Mr. Ansutincer. It generates from New York City. The mari- 
huana comes from Mexico. 

Mr. Murray. And is it not a fact the greatest dope problem on a 
national seale is due to foreign sources? 

Mr. AnsLinGeER. That is right. 

Mr. Murray. So it seems to me that if we can get some kind of 
effective control, which we obviously at this time do not have, at the 
international level, the next step would be the interstate or Federal 
level. 

Mr. ANsLINGER. You could not stop heroin from coming into the 
port of New York with all the forces you could marshal in this country. 
After it gets in, with all the thousands of ways the gangs have of dis- 
tributing, you are not going to pick up that stuff with 250 men. You 
could not do it with a thousand men. The answer to stopping the 
traffic is penalties. You have a good law but you do not have high 
penalties. 

Mr. Murray. In Illinois we have one of the heaviest penalties in 
the United States in the field of narcotics. 

Mr. ANSLINGER. But is it being applied? 

Mr. Murray. It is being applied in Chicago. 

Mr. ANsuLInGER. Certainly the answer would be to get the clandes- 
tine laboratories abroad, which we are trying to do. But even with 
the fine work of the French police they have clandestine laboratories. 

Mr. Murray. Is it not a fact that if Illinois has a very stiff penalty 
and one of its adjoining States does not have a stiff penalty, would 
not the bulk traffic have the tendency to go into the State that has a 
less severe penalty? 

Mr. AnsLinGER. Here is Ohio surrounded by heavy-penalty States. 
The traffickers have moved into Ohio. In Detroit you can get 10 
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years for a sale. They have gone to Cleveland. Ohio has this 
terrific problem which is now before the legislature. The attorney 
general of the State made a survey and has just presented his bill to 
the legislature, and it has to do with penalties. You are absolutely 
right, there was a weak spot in all that area. In Illinois you do not 
have an act similar to the Boggs Act; do you? 

Mr. Murray. I do not now recall what the exact provisions are, 
but it is a graduated penalty. 

Mr. ANSLINGER. Is it not for minors? 

Mr. Murray. I am not sure. 

Mr. ANSLINGER. It does not always work out too well. 


RESEARCH ON A CURE FOR NARCOTIC ADDICTION 


Mr. Murray. What would you think about the Federal Govern- 
ment leading the field in trying to arrive at some cure? 

Mr. ANSLINGER. The Rockefeller Foundation spent over half a 
million dollars on research at the University of Virginia, the University 
of Wisconsin, and so forth. The National Research Council is 
wrestling with that problem now. I would say there are at least 30 
projects going on all the time to try to find a drug that has the pain- 
relieving properties of the opium derivatives and not the addictive 
qualities. There is research going on all the time in different univer- 
sities, but we have not come up with an answer except the individual. 


UNIFORM NARCOTICS LAW 


Mr. Murray. Has there been any movement afoot to attain a 


uniform narcotics law for the various States so that we could have 
some uniformity in enforcement at the local level? 

Mr. ANsLINGER. Yes. The Council of State Governments, which 
had the Uniform Negotiable Instruments Act enacted, arrived at a 
uniform narcotics act that was agreed upon by all the professions and 
industries and it has been enacted in every State of the Union except 
four, and those four have better than the uniform act, but the penalty 
provisions need to be changed. We do need uniform penalties because 
in some States, like Ohio, they have the Uniform Narcotics Act but 
the penalty is for a misdemeanor. 

Mr. Murray. That is all I have. I think your Bureau ought to 
be complimented because historically you have done a wonderful job 
in this field. 

Mr. Anstincer. Thank you. We try to do the best we can. 

Mr. Steminsk1. If I may ask one more question or so, Mr. Chair- 
man; 

In those five States where there are no cases completed—no Federal 
narcotics cases completed, Idaho, Rhode Island, New Hampshire, 
Wyoming, and Vermont—that may be because there may be some- 
thing in the water, in the environment, or the makeup of the people 
who live there. I was thinking of handling the problem like we might 
handle subversives. I understand there are 30,000 or 40,000 members 
of the Communist Party that the FBI knows of today. We are told 
that if there were an emergency, the FBI could promptly put its hands 
on them and supervise them. If narcotics addition is a deadly disease 
on a sociological basis, could not the great foundations with the 
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createst of secrecy lay their hearts and their hands on these 60,000 un- 
fortunate people and offer them relief? Couldn’t they set up a place for 
a rest cure in the State of Idaho or one of the other conviction-free 
States? With all due respect to the environment in Kentucky, perhaps 
a test would prove it better to set up such a facility in Idaho, Rhode 
Island, New Hampshire or Vermont? Medicine reports that there are 
areas in South America free of heart disease and cancer and that people 
afflicted with these diseases in the United States lose all symptoms of 
them in South America. On return to the United States, however, 
their symptoms reappear. Perhaps a sanctuary might yet be found 
to aid our 60,000, $219-million-a-year drug addicts, 

( Discussion off the record. ) 

Mr. Gary. The committee stands adjourned until 10 o clock to- 
morrow morning. 


TuurspDAY, Frepruary 3, 1955. 


BUREAU OF THE MINT 


WITNESSES 


WILLIAM H. BRETT, DIRECTOR OF THE MINT 
LELAND HOWARD, ASSISTANT DIRECTOR OF THE MINT 


SALARIES AND EXPENSES 


Amounts available for obligation 


(Balances for June 30, 1954, are as certified under sec. 1311, Public Law 663) 





1954 actual | 1955 estimate | 1956 estimate 


| | 
Appropriation or estimate - - $4,700,000 | $4, 450, 000 | $3, 650, 000 
Transferred to ‘‘Salaries and e xpenses, White House Police, 
United States Secret Service,’’ pursuant to Public Law 663-- 


Adjusted appropriation or estimate 4, 700, 000 g 388, 000 3, 650, 000 
Reimbursements from non-Federal sources_..............--- ds 340, 867 | 175, 000 125, 000 
Reimbursements from other accounts 317, 425 | 225, 000 75, 000 


_ _ Total available for obligation ; 5, 358, 292 | , 788, 000 3, 850, 000 
Unobligated balance, estimated savings —260, 118 | 








Obligations incurred 5, 098, 174 





Nore.—Reimbursements from non-Federal sources above are receipts from foreign coinage (31 U. 8. C 
367 (Jan. 29, 1874, 18 Stat. 6)) and proceeds from sale of medals and proof coins (31 U. S. C. 369 (as amended 
May 10, 1950, 64 Stat. 157)). 
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Obligations by activities 





Description | 1954 actual 





Direct Obligations 
Costs by activities: 

1. Manufacture of coins (domestic) $2, 428, 760 

. Processing deposits and issues of monetary metals and 
coins. _- Pio tat« 831,114 
. Protection of ‘monetary “metals and coins____- 705, 694 
. Refining gold and silver bullion _- 307, 830 
. Executive direction 112, 218 


Total costs 


4, 385, 616 
Change in unapplied resources, net_ 


54, 266 


Total direct obligations 


Obligations (Costs) Payable Out of Reimbursements 


Reimbursements from non-Federal sources: 

6. Manufacture of coins, etc. (foreign)__...__......-- lara 
Reimbursements from other accounts: 

7. Miscellaneous work performed 


340, 867 
317, 425 | 


Total obligations payable out of reimbursements 658, 292 | 


4, 439, 882 | 





| 
| 


| 


1955 estimate 


$2, 037, 000 


830, 000 
705, 000 
460, 000 
124, 000 


4, 156, 000 | 


232, oe 
4, 388. 000 


175, 000 


225, 000 | 


400, 000 


| 1956 estimate 


$1, 551, 00 


817, 0% 
690, 00 
375, 0M) 
117,00 


re, 


3, 550, 00) 
100, 00 


3, 650, 00 


| —— 


125, On 
75, 00 


200, 00 





Obligations incurred 5, 098, 174 





, fs 


4, 788,000 | 





ee by objects 


| 
Object classification | 1954 actual 


Summary of Personal Services 


Total number of permanent positions. _____---- 1, 003 
Average number of all employees = = 965 
Number of employees at end of year ast : 883 


1 


| 
| 


3, 850, 000 





55 est imate | 


885 
860 
( 730 


Average salaries and grades: 
General schedule grades: 

Average salary occ cient 

Average grade 


Ungraded positions: Average salary_. $3, 964 


| 


BE ce incup Gasp $4, 755 | 
5 bi | GS-6.3 | 


| 


$4, 891 | 
GS-6.4 | 
4, 222 


| 1956 estimate 


| 
| 


$4, 922 
GS-63 


$4, 192 





Personal service obligat ions: 
Permanent positions be 


Positions other than permanent... ______- a : 2, 076 | 
13, 806 | 
70, 769 | 


Regular pay in excess of 52-week base 
Payment above basic rates si ou 
Other payments for personal services Pe ee 415 


Total personal service obligations__- 4, 216, 424 


/ 
$4, 129, 358 


| 


$3, 842, 770 


15, 330 | 
65, 000 | 


3, 923, 100 | 


| 


Direct Obligations 


Personal services. ___--- ;: 3, 700, 032 | 


| 


Travel. __-- . 3 21, 534 | 


Transport: ation of things. _- 
Communication services _- 

Rents and utility services ‘ 
Printing and reproduction __- ; ae eS = 6, 970 


Other contractual services : 25, 247 | 


Services performed by other agencies____------------- 5, 999 


Supplies and materials ane : onl 313, 540 | 
104, 234 | 


Equipment_- heck aie ; 
Refunds, awards, and indemnities ae ic 3, 452 
Taxes and assessments beeen ethane 9, 374 


12, 362 | 
20, 419 
216, 719 | 


3, 615, 900 
23, 000 
12, 000 
22, 000 


200, 000 | 
8, 000 


28, 000 


358, 100 
100, 000 


5, 000 | 





_ 3%, 216, 30 


3, 056, 900 
19, 600 
11, 000 
20, OU 
181, 000 
7, 00 
25, 000 
2, OM 
216, 500 

100, 000 


10, 000 | 6, 000 


6, 000° 


5, 000 





Total direct obligations. __ 


4, 439, 882 | 


4, 388, Of 10 | 


3, 6! 50 OW 





Obligations Payable Out of Reimbursements 


Personal services 516, 392 
Travel eters Stel etd ; | 5, 000 
Transportation of things. - 44, 800 
Rents and utility services __ 30, 400 
Supplies and materials 60, 700 


Equipment___- lentes teak en teeta. 1, 000 | 


307, 200 
4, 400 
35, 400 
17, 600 
35, 200 


200 | 100 


159, 400 
1, 400 
11, 500 
9, 200 
18, 400 





Total obligations payable out of reimbursements. ___- 


658, 292 | 


400, 000 


200, 004 








Obligations incurred 5, 098, 174 





4, 788, 000 


| ve 850, 000 








*Stimate 


|, 551, Of 


817, OW 
690, 00 
375, 00 
117,00 
}, 550, 000 
100, 00 


, 650, 00 


125, On 
75, OO 
200, 00 


, 850, 000 


stimate 


147, 653 


12, 647 


56, 00 


216, 30 


056, 90 
19, 604 
11, OO 
20, 00 

181, 00 

7, OO 
25, OM 
2, 00 

216, 50 

100, 000 
6, 000 
5, 00 


650, 000 


159, 40) 
1, 40 
11, 500 
9, 20 
18, 400 
100 


200, 0 


850, 000 
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Analysis of expenditures 


(Balances for June 30, 1954, are as certified under sec. 1311, Public Law 663) 





1954 actual | 1955 estimate | 1956 estimate 


Obligated balance brought forward $520, 892 $251, 041 $263, 341 
Obligations incurred during the year 5, 098, 174 | 4, 788, 000 | 3, 850, 000 


5, 619, 066 5, 039, 041 | 4, 113, 341 


Adjustment in obligations of prior years - sas eh cicdiell 3 eR aus ; 
ReteiGIN EN 566.0 5c een tb sd ies sci ccansweci i 558, 29° —400, 000 — 200, 000 


Obligated balance carried to certified claims account. - = : 
Obligated balance carried forward - -........--.---------------|  —251, 041 —263, 341 | — 232, 941 


TRA) GEIGNOIEEs ..... .... cnanecodew-nc-uus ; «Na 4,702, 163. 4, 37 5,700 3, 680, 400 


Expenditures are distributed as follows: | 
Out of current authorizations. ___- ; s clawed 4, 188, 858 4, 125, 700 3, 418, 400 
Out of prior authorizations-_-_----- -- . | 513, 305 | 250, 000 | 262, 000 


Mr. Gary. The committee will come to order. We will take up 
this morning the request for the Bureau of the Mint. We have with 
us Mr. William H. Brett, the Director of the Mint, who is appearing 
before us for the first time. 

Mr. Brett, we welcome you to our committee. I wonder if you 
would like to give us at this time just a brief statement of your back- 
ground, a brief biography? 


BIOGRAPHICAL SKETCH OF MR. WILLIAM H. BRETT 


Mr. Bretr. Well, I was born and brought up in Cleveland, Ohio. 
Iam the son of the librarian of the Cleveland Public Library. I went 
to public school in Cleveland, and went to Dartmouth College and 
graduated with an A.B. in 1916. 

I served for 18 months in World War I and ended up as a lieutenant. 

I went into professional work with the Scovell-Wellington Co., 
industrial engineers. Then I joined the Enamel Products Co. in 
Cleveland in 1921, and I was with them until 1943. We were manu- 
facturers of steel stampings and porcelain enamel. 

In 1943 I left Cleveland and joined Alliance Ware, Inc., of Alliance 
Ohio, still manufacturers of steel stampings and plumbing fixtures, 
and I was with them until I came down here with Mr. Humphrey 
I think that is it. 

GENERAL STATEMENT 


Mr. Gary. Do you have a general statement to make? 

Mr. Brett. I have this statement. 

Mr. Gary. We shall be glad to hear from you. 

Mr. Brerr. Mr. Chairman and members of the committee, the 
activities of the Bureau of the Mint include the manufacture of coins; 
the receipt of deposits of gold and silver bullion; the safeguarding of 
the Government’s holdings of monetary metals and coins; and the 
refining of gold and silver bullion. The present mint organization 
consists of 3 coinage mints, 2 assay officers, 2 bullion depositories, and 
= Washington offic e, with proposed or ganizational changes explained 
be Ow, 

The total appropriation requested for these activities for the fiscal 
year 1956 amounts to $3,650,000, which is $800,000 less than the 
amount originally appropriated for the fiscal year 1955. The major 
portion of this reduction is in the coinage activity. 
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COINAGE PROGRAM 


Coinage production is the major activity of the mint. The demand 
for coins, which is subject to extreme variations, began to decrease 
during the last half of fiscal year 1954. Action was taken immediately 
to curtail the coinage production program; very few vacancies were 
filled, and 57 employees were released from the service. In addition, 
20 employees were transferred from coinage production to refinery 
operations. This reduction in the coinage program eliminated a second 
shift at the Denver Mint and considerably reduced production at 
Philadelphia. Coinage operations at the San Francisco Mint were 
not affected at that time because San Francisco was already producing 
at a minimum operating level. The net effect of this cutback in 
production was to increase the unit coin manufacturing costs, inasmuch 
as the greatest reduction was made at the low-cost Denver Mint. 

As we entered the fiscal year 1955, the coin demand improved 
somewhat but since fall deliveries were not very large, a further 
reduction in the coinage program was decided upon. With Denver 
producing on a one-shift basis, and with San Francisco and Phila- 
delphia reduced to a bare minimum of operations, it was decided that 
no further horizontal cuts should be taken. A decision was made, 
therefore, to stop all coinage operations at the San Francisco Mint. 
The manufacture of coins at that mint will be discontinued within 
the next few months, and no coins will be produced in San Francisco 
during the fiscal year 1956. Coinage production will then be confined 
to the Denver and Philadelphia Mints. 


OTHER ACTIVITIES 


The other mint activities are processing deposits and issues of 
monetary metals and coins, protection, refining, and executive direc- 
tion. You will note from the ac tivity schedule in our estimate that, 
while minor decreases are estimated for 1956 in the deposits, protec- 
tion, and executive direction activities, a substantial decrease is shown 
for the refining activity. In the past we have followed the policy of 
using refinery ‘personnel on coinage operations when the coin demand 
was ‘heavy, and when the demand was slack, these employees were 
moved back into the refinery. For example, it was indicated above 
that 20 employees were transferred from coinage production to 
refinery operations at the close of the fiscal year 1954 when the demand 
for coins fell off. Therefore, during the current fiscal year, electrolytic 
refineries are in operation at both Denver and San Francisco. The 
estimate for 1956 does not contemplate following this policy, and the 
funds requested for that year will permit the operation of only one 
refinery. 





OOD eet 


a i 2 zi 


land 
ease 
itely 
were 
tion, 
nery 
cond 
nD at 
were 
cing 
k in 
nuch 
fint, 
ved 
ther 
nver 
hila- 
that 
ade, 
Lint. 
thin 
“1800 
‘ined 


Ss of 
irec- 
that, 
ytec- 
Own 
‘y of 
rand 
were 
bove 
n to 
nand 
lytic 
The 
| the 


one 


217 


PERSONNEL REDUCTION 


In connection with the elimination of the coinage activity at the 
San Francisco Mint, dismissal notices have already been given to 64 
employees, which will result in a total reduction in personnel of 43 
percent at that mint. 

Treasury Department Order No. 179-1 was issued on December 21, 
1954, for the purpose of transferring the functions of the United 
States Assay Office at Seattle, Wash., to other mint institutions, 
effective January 15, 1955. All 10 employees at Seattle are being 
released. 

A total reduction of 123 positions is necessary in order to get down 
to the level of 686 permanent positions requested for the entire mint 
service for fiscal 1956. The cuts indicated above for San Francisco 
and Seattle amount to 74 employees; it will therefore be necessary 
to make additional reductions amounting to 49 employees. 


COST INCREASES TO BE ABSORBED 


This estimate contains no provision for fund requirements resulting 
from new legislation enacted during the closing days of the 83d 
Congress. Cost increase factors, which must be absorbed within the 
appropriation requested are as follows: 

Federal employees group life insurance__.......-..----------------- $11, 400 
Longevity increases—grades GS-11—15 930 
Convarenae tb eb OPM S. Sh ls Soe. led etd eu deg cones 8, 500 


20, 830 


POTENTIAL WAGE ADJUSTMENTS 


A majority of the personnel employed in the mint are blue collar 
or per diem workers whose wages are adjusted periodically by Wage 
Board procedure to bring them in line with wages paid for similar 
trades in the areas where mint institutions are located. Wage 
surveys now being made, although incomplete, indicate that wage 
increases to mint per diem workers will amount to approximately 
$55,000 in fiscal 1956. No provision is made in the appropriation 
request before you to cover this item. 


BUDGET JUSTIFICATION DATA 


Mr. Gary. Thank you, Mr. Brett. 

We will now insert page 252, and page 253 through the table on 
page 254 of the justifications into the record. 

(The matter referred to is as follows:) 
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Analysis of appropriation base for fiscal year 1956 


Regular appropriation, 1955 act $4, 450; 000 
Supplemental appropriation for 1955 (transferred to “Salaries and 

expenses, White House Police, U. 8. Secret Service’, pursuant to 

Public Law 663) ' — 62, 000 


Total appropriation, 1955 4, 388, 000 
Reductions: 
Manufacture of coins (domestic) _...-. $496, 000 
. Processing deposits and issues of monetary metals 
Se | ES ne Se er eS eee eee 24, 800 
Protection of monetary metals and coins____----- 15, 000 
Refining gold and silver bullion 85, 000 
Executive direction 7, 000 
132, 000 
759, 800 
Additions: 
1. Manufacture of coins (domestic) 
2. Processing deposits and issues of monetary metals 
i IE rected ecses Hemet eee 11, 800 


— 738, 000 


Appropriation base for 1956 3, 650, 000 
Increase over appropriation base for 1956 


Appropriation estimate for 1956__--- -- 
Increase or decrease from total appropriation, 1955 — 738, 000 


Comparison of appropriation base with appropriation estimate for 1956 





| 

| Appropriation base Appropriation esti- 
for 1956 mate for 1956 

Activity ‘ : : ere 
| Average Average | | Avers 

A verage | Aver: we | Amount Average 

positions | positions positions 


| Increase or decrease 





Amount | Amount 


| 
. Manufacture of coins, domestic 97 | $1, 551, 000 297 | $1, 551, 000 | 
. Processing deposits and issues of 

monetary Metals and coins ot 56 817, 000 156 | 817, 000 

. Protection of monetary metals | | 
and coins 690, 000 690, 000 | 
. Refining gold and silver bullion. __| 375, 000 | 375, 000 |. 
. Executive direction. | 117, 000 | | 117, 000 | 
Change in unapplied re sources, | | 
es | 100, 000 








Total ; 664 | 3,650,000 | See ; 
Adjustment in base (net) | +120 | +738, 000 | —120 | —$738, 000 


Total, appropriation 1955, and g | | 
aig tms estimate for | | 
; 784 | 4,388, 000 | 664 | 3, 650, 000 —120 | —738, OU 


GENERAL STATEMENT 


The appropriation for the Bureau of the Mint finances the manufacture of 
coins; the receipt of deposits of gold and silver bullion; the safeguarding of the 
Government’s holdings of monetary metals, including coins in processing stages 
until finished and issued; and the refining of gold and silver bullion. Coinage 
mints are located at Philadelphia, San Francisco, and Denver and assay offices 
are at New York and Seattle. A gold bullion depository is located at Fort Knox, 
and a silver bullion depository, which operates as an adjunct of the New York 
Assay Office, is located at West Point. 

The appropriation requested for fiscal year 1956 is $800,000 less than originally 
appropriated for 1955, and $738,000 less than the adjusted appropriation for 
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that year, after transfer of $62,000 to the appropriation for the White House 
Police. In order to operate within the limitations of the reduced funds, it is 
expected that the Seattle Assay Office will be closed, coinage operations at the 
San Francisco Mint will be discontinued, and the refinery program will be 
curtailed. 

The mint’s budget is presented on an accrued cost basis, reconciled in total 
with obligations, in order to correctly report the actual cost of the manufacturing 
type operations in the mint. Costs are applied on the basis of actual use of 
resources for the various activities, and full consideration is given to changes in 
stores, work-in-process inventories, and other pertinent asset and liability accounts. 
Mint revenues are deposited into the general fund of the Treasury and an annual 
appropriation is requested for operating expenses. Revenues for the fiscal year 
1956 are estimated at $36,300,000 and an appropriation of $3,650,000 is requested 
for that year. 

LANGUAGE CHANGES 


A change in the language of this appropriation is requested to permit replace- 
ment of a station wagon used for transporting guards between Elizabethtown, Ky., 
and the gold bullion depository at Fort Knox, Ky. Elizabethtown is the nearest 
point at which living accommodations are available. 


Analysis of appropriation base 


1 
: Net change in base, 
| Adjustments in base increase (+), 
decrease (—) 


Appropriation allo- 
cation for 1955 


Activity 





Average 
positions 


| | Reduc- 103 | Average 
| Amount Additions | positions | Amount 


tions 





. Manufacture of coins (domestic) -- é 2,037,000 | 496, 000 \ —93 | —486, 000 

Processing deposits and issues of | 

monetary metals and coins- --_-- 830, 000 24, 800 , —13, 000 

. Protection of monetary metals 

gO aeet eea e e 35 | 705, 000 15, 000 

. Refining gold and silver bullion... 460, 000 85, 000 

5. Executive direction ‘ 124, 000 7, 000 
6. Change in unapplied resources, | 

é 232,000 | 132,000 





SOMES st ned dakeec aeeneecaaes 4, 388,000 | 759, 800 














DECREASED BUDGET FOR 1956 


Mr. Gary. It appears from page 252 of the justifications that you 
are asking for $738,000 less for 1956 than was appropriated for 1955. 
Is that due entirely to the reduction in volume? 

Mr. Brerr. The bulk of it is reduction in the coin volume, but 
it also entails the reduction in refinery operations. 

Mr. Gary. That is part of the volume. 

Mr. Brerr. Yes, that is right. I was thinking of the coins being 
volume, 

TRANSFER OF FUNDS TO WHITE HOUSE POLICE 


Mr. Howarp. There is one clarification I might offer, Mr. Chair- 
man, and that is in Mr. Brett’s opening statement he mentioned that 
this estimate was $800,000 less than last year’s appropriation. You 
will note that the reduction you are talking about is $738,000. The 
difference between those two figures, $800,000 and $738,000, comes 
about by our having adjusted the money you gave us by the transfer 
of $62,000 to the White House Police out of this year’s funds which 
were granted to us in the authorization which you made last year. 

Mr. Gary. Why was that transfer made? 


tftae 
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Mr. Howarp. I do not know the entire background of it, but | 
believe that this committee authorized money for the White House 
Police, but did not provide the money, so they had to get it somewhere, 
and we were the ones who seemed to have a little extra money, so we 
transferred $62,000 to them. 

Mr. Gary. There was no transfer of duties of your guards, or 
anything of that kind? 

Mr. Howarp. No, sir. 

Mr. Gary. There was just a transfer of funds to take care of a need 
in another department? 

Mr. Howarp. Yes. 

Mr. Brett. Yes, sir, that is correct. 

Mr. Howarp. It was approved by your committee, as I understand 
it. 

Mr. Gary. Therefore, you will spend this year $62,000 less than was 
appropriated for 1955? 

Mr. Brert. Yes, sir. 

Mr. Gary. So that your request for this year is $800,000 less than 
was appropriated last year, and $738,000 less than the amount of 
money available? 

Mr. Howarp. That is right, of funds available. 


REASONS FOR CLOSING SAN FRANCISCO MINT 


Mr. Gary. Mr. Brett, I think the members of this committee have 
visited most of these mints. The Denver Mint is by far the most 
modern of the 3 mints and, therefore, operates at much less cost per 
unit than the other 2. I notice you have closed San Francisco. | 
know Philadelphia has rather antiquated machinery and is not in 
modern condition. Will you please tell us how San Francisco com- 
pares with Philadelphia? 

Mr. Brett. Well, the differences in cost in the manufacture of 
coins, in the unit cost at San Francisco and Philadelphia are not 
substantial, not at all as substantial as they are between Denver and 
the other two mints. However, in reaching the determination as to 
moves to be made it was necessary to take in the demands of the 
territory and the transportation costs involved. 

Mr. Gary. It is easier to supply the west coast from Denver than 
it is to supply the east coast from Denver, is that correct? 

Mr. Brett. Yes, sir. 

Mr. Gary. Including the transportation costs. 

Mr. Howarp. There is another factor, Mr. Chairman. The west 
coast demand is limited. I think out of the 37 outlets for coins we 
have, that is, we deliver coins through 12 Federal Reserve banks 
and 24 branches, plus the cashier’s office in the Treasury, here in 
Washington, that is 37 outlets in all, only 4 of those are on the west 
coast, that is the Reserve bank at San Francisco, and the 3 branch 
banks at Los Angeles, Portland, and Seattle. 

Of the coins demanded in the whole United States less than 10 
percent of them are needed on the west coast. Therefore, it really 
was impossible to improve the equipment in the San Francisco Mint, 
that is, to bring it up to modern large-scale equipment. Had we 
done that we would have an excess of minting out there which we 
would have had to ship East. So that was the logical place to cut 
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because we hope some day that we will request money to modernize 
Philadelphia. There we do have the demand and there we could 
use some good large-scale productive equipment. 


STATUS OF IMPROVEMENTS AT PHILADELPHIA MINT 


Mr. Gary. That is the next question. What is the status of the 
improvements at Philadelphia? 

Mr. Brerr. Well, I think, as you recall, there were certain funds 
appropriated in the last fiscal year for the improvement of Phila- 
delphia, and which were not spent, which were turned back, because 
in the opinion of the technical people it would not have accomplished 
a thorough job of improving the situation at Philadelphia. It is 
going to require considerably more money than was appropriated in 
the previous year, and it cannot be done in small parts, so it is a 
question of waiting until such time as the coin demand might warrant 
spending the money to do the job thoroughly at Philadelphia. 

Mr. Howarp. May I clarify that a little bit, Mr. Brett? Actually 
there was no money appropriated to modernize Philadelphia. I 
believe you probably got that idea because we had discussed moderniz- 
ing it out of the savings that we were making. But those savings were 
rather small, and what we did plan to do was way short of what should 
be done. I believe that is where you probably got the idea that the 
money was appropriated. It was not appropriated. We did have a 
couple of hundred thousand dollars of saving and did start to spend it 
there. 

Mr. Brerr. These technicalities in accounting procedure are most 
difficult for me to absorb. 

Mr. Gary. I can well understand that, Mr. Brett. 

Mr. Brerr. These technicalities are most difficult for me to 
understand. 

Mr. Gary. I can understand that, you being an industrial man, but 
I will say this, you have an exceptionally good assistant in Mr. Howard. 
Mr. Howard has been before this committee on a number of occasions 
and is thoroughly familiar with the financial affairs of the mint. He 
makes a good witness. 

Mr. Brerr. I can fully appreciate that from my experience with 
him in the last few ‘onthe. 

Mr. Gary. There is some question, too, as to whether you should 
attempt to improve your present plant at Philadelphia or build an 
entirely new mint. 

Mr. Howarp. Mr. Chairman, I think we could state the Phila- 
delphia situation in an nutshell this way: In Denver we do have 
equipment which is producing coins at about half the price that they 
are being produced at Philadelphia. When we talk about improving 


§ Phildelphia it is not a theoretical thing. We have a plant now which 


Is hot operating at best efficiency in Denver. No doubt if we were to 
improve Phildelphia we could improve the efficiency of the equipment 
which is now in Denver. Therefore the question is, I think, whether 
we try to modernize the present building or build a new plant, a 
question which you have to balance between costs, because a new 
building is expensive. I do not think there is any question about 
whether or not we should increase the efficiency of that place. 
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Mr. Gary. I agree with you thoroughly on that. I think the 
committee is thoroughly sold on it. Most of the members of this 
committee have been to both the Philadelphia and the Denver Mints 
and the difference in efficiency between the two is very marked. 
Even Congressmen can see it without any technical training at all, 
and certainly you are operating in the Philadelphia plant uneco- 
nomically. 

Of course, you could improve the Philadelphia plant tremendously 
in the present building, but the present building itself is not modern, 
You cannot have a really modern plant in Philadelphia, it would 
seem, in the present building. Is not that your problem? 

Mr. Howarp. Yes, that is the problem. The Philadelphia Mint 
was built in 1901. 

However, there is a possibility that it might be remodeled. We 
have gone into that. Of course, your statement to the effect that a 
new mint would be more efficient is true because we could build a 
factory type mint all on one level. Ours is a brass operation, so to 
speak, so we would just sort of build a brass mill. The question comes 
up about the money and the financing and the amortization of it. 

Mr. Gary. There is no doubt about the fact that you can improve 
the Philadelphia Mint tremendously without erec ting a new building, 
but to get maximum efficiency there certainly would have to be a 
marked change in the present building, or you would have to build a 
new building, one or the other. 


COMPARISON OF DELIVERIES, PRODUCTION, AND INVENTORIES OF COINS 


Mr. Gary. Mr. Brett, on page 260 of the justifications there is a 
table showing a comparison of actual deliveries of coins during the 
period 1944 to 1954, with estimated deliveries during the fiscal years 
1955 and 1956. I wonder if vou could add two more columns to that 
table showing the produc tion for each of those years and the estimated 
production for 1955 and 1956. Off the record. 

(Discussion off the record.) 

Mr. Gary. Well, show the number of pieces in one column, as you 
have shown in the table now, and in another column show the pro- 
duction for each of those years, 1944 through 1956, and then in 
another column show the inventories for each of those years. 

Mr. Howarp. Yes, sir. 

Mr. Gary. We will insert that revised table at this point in the 
record. 

(The matter referred to is as follows:) 
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Comparison of actual deliveries, production and inventories of coins during the period 
1944 to 1954 with estimates for the fiscal years 1955 and 1956 


{In millions of pieces] 


Fiscal year Delivered | Produced Inventory 





830 
, 116 
, 452 
, 620 
, 551 
, 158 | 
497 | 
911 | 
803 | 
, 016 | 
, 658 | 
2, 646 | 


, 579 | 


56, estimate 
5, estimate- 
54, actual _- 
453, yctual. 
52, actual_-- ‘ 
51, actual. ie J | :’ 
150, wetual__ 
M49, actual. _- 
948, actual 
1947, actual. - 
1946, actual. ._-- 
45, actual. 
44, actual___- 


1,150 | 
1,150 | 
1, 204 | 
1, 722 | 
1, 360 | 
523 | 
495 

996 | 
1, 095 | 
1, 390 | 
2,107 | 
2, 589 | 
2, 309 | 





COINAGE ACTIVITY BY DENOMINATION 


Mr. Gary. Then we will also insert pages 261 and 262 into the 
record at this point. 
(The matter referred to is as follows:) 


Coinage activity at the United States mints, fiscal year 1954 


[Pieces] 


Balance on 
hand, June 
30, 1954 


Coins deliv- 
ered, fiscal 
year 1954 


Coins pro- 
duced, fiscal 
year 1954 


Balance on 
hand, July 1, 
1953 


Denomination 


lL cent 


5 cents 
cents 
25 cents 
“cents 


Actual domestic coinage, fiscal 1954 


Denomination 


73, 185, 381 


42, 203, 170 
13, 404, 111 
11, 130, 639 | 


Dc snisicaeieacee 


| 139, 923, 687 | 1,451, 654, 402 | 


834, 753, 250 
162, 189, 910 
283, 395, 409 
121, 230, 409 

50, 085, 424 


386 


| 


Number of 
pieces pro- 
duced 


812, 575, 355 
131, 611, 355 
170, 823, 324 

70, 498, 961 


18, 358, 588 | 


| pieces 
| 





5 eents 

10 cents 
25 cents 
cents 


Total 


834, 753, 250 
162, 189, 910 
283, 395, 409 
121, 230, 409 

50, 085, 424 


1, 451, 654, 402 


Ystimated domestic coinage 


Fiscal 1955 


Number of 
pieces to be 
produced 


679, 200, 000 | 
133, 300, 000 | 
182, 400, 000 | 


88, 500, 000 
32, 600, 000 


Nur 
piece 
prot 


Cost per 
thousand 
pieces | 


Total cost 


$1.19 | 
2. 50 
1.79 | 
3 


$808, 400 | 
333, 300 
326, 600 
324, 800 

243, 900 


134, 
22, 





58681—55 


5 


1, 116, 000, 000 | 


2, 037, 000 


62, ¢ 


Cost per 
thousand 


1, 203, 867, 583 | 


95, 363, 
30, 578, 
154, 775, 
64, 135, 
42, 857, 


387, 710, 506 


276 
941 
255 
559 
475 


| 


Total cost 


$882, 771 
414, 071 
435, 020 
406, 483 
290, 415 


2, 428, 760 


Fiscal 1956 


iber of 
s to be 
luced 


513, 000, 000 | 
97, 900, 000 | 


400, 000 
300, 000 | 
400, 000 


830, 000, 000 


Cost per 
thousand | Total cost 
pieces 


$1. 22 

2.63 | 
1. 82 | 
3.83 | 
~ 


99 
+ ae 


$625, 900 
257, 500 
244, 600 
238, 800 
184, 200 
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COIN DEMAND FLUCTUATES 


Mr. Howarp. While we are on that table on 260 and have it befor 
us, I think it is well to point out that the coin demand does fluctuate 

If you will notice, in 1944 we were delivering about 2,300 millioy 
pieces, in 1945 almost 2,600 million and then we go up to 1949 and 
drop below 1 billion. Then we drop below a half billion in 1950. 
Then we jump back up to a billion and a half in 1951, and then we 
move on up from there. It just shows you how irregular this coin 
demand is. We go through cycles, and if we had put more figures o1 
here going back to years prior to 1944 you would see the same thing. 
There are many coins outstanding, and when we add to that pool it 
seems that they want them in a hurry, and want them fast, and in 
large quantities, but the minute there is the least drop in demand the 
pool is able to take care of the needs of the country, and we are not 
called on to make any additions until at a later date. 


DEMAND FOR PENNIES 


Mr. Gary. Itis my recollection that in the past the large production 
has been in pennies, but pennies have no value in these days , L guess 

Mr. Howarp. W ell, the large production is still in pennies. 

Mr. Gary. But not as large. as it was. 

Mr. Howarp. I think we can tell what is the cause. I believe we 
have gotten around to the point now where we have had so many 
change transactions that we have a leveling off process. For example, 
cigarettes started out at 15 cents a pack. When they went up to 16 
cents they slipped 4 pennies in the package on the side. When they 
got to 17 cents you only got 3 pennies change with your package. 
Then they moved on up to 20 cents, so we are out of business as far as 
pennies and cigarettes are concerned. 

Mr. Gary. That is what I have in mind. 

Mr. Howarp. Then you may have it in the case of other products. 
It was interesting to note recently that in asking some Federal Reserve 
banks some questions about coin demand, I particularly remember in 
the State of Maryland that they pointed out that there is before the 
legislature now a l-cent tax on cigarettes, that is an additional 1-cent 
sales tax, and if that were to pass we would be back in the odd change 
position again because they are now selling cigarettes for 25 cents a 
pack in the vending machines, so we will be back putting 4 cents 
change in the pack. It is hard to say how taxes are going to affect 
us at any time. 

Mr. Gary. Some of the soft drink people are now going up to 6 
cents. 

Mr. Howarp. Yes. 

Mr. Gary. They are doing that because of the increased cost, and 
some of them are not stopping at 6 cents, but they are jumping all the 
way to 10 cents. It is difficult to figure what the situation is going to 
be. 

DIFFICULTIES IN GAGING COIN REQUIREMENTS 


Mr. Howarp. One thing I think we can say is that past history W) il 
prove that, eventually, we are going to have to have coins. We have 
followed the policy in years gone by, and still are following the policy 
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that when demand falls off we do not increase our inventories too 
much. We follow it generally with a decrease in personnel, and we 
are going to do that now. 

| might say officials of the mint would carry a large inventory to 
ron out these peaks and valleys, but we have found out that a large 
inventory is a very bad thing to carry to an appropriations hearing. 
We seem to get cut more drastically than if we do our own cutting and 
vo down gradually. That way we can attempt to do it through 
attrition and actual firing at the proper time. 

Mr. Gary. It does keep it more uniform. 

Mr. Howarp. That is right. 

Mr. Brerr. I would like to add that I think the change that was 
made December 1, 1953, where the mint took over the distribution of 
coin to the Federal Reserve banks has resulted in more accurate in- 
formation as to the coin reserves. We know exactly now what the 
reserves are in the Federal Reserve banks, and I think ev entually it 
may be possible to get more information as to what the coin reserves 
in the 15,000 private banks in the country are so that changes in ay 
mand can be more accurately gaged through those substantial re- 
serves. It is a peculiar situation. Actually the mint reserves are a 
very small part of the total coinage in existence. The Federal Reserve 
bank reserves are larger than that, and certainly the 15,000 private 
banks of the country carry reserves in their vaults which are probably 
serveral times the reserves that are carried both by the Federal Re- 
serve banks and the mint. We do not have accurate figures on them. 
| think it is possible to work out more accurate figures so that, even- 
tually, a definite gage can be made of the « additional coinage required 
for circulation. However, the big bulk of it is in cire ulation, and when 
there starts to be a slow up there it certainly multiplies when it gets 
down to this small bottom inventory in the mint itself. 


MANUFACTURE OF FOREIGN COINS 


Mr. Gary. How much foreign coin are you manufacturing now for 
foreign countries? 

Mr. Howarp. This year so far we have had only one small order to 
manufacture 2 million coins for Costa Rica. 

We have a pending order which we hope comes through, and in 
our program that we are now carrying we have a reimbursable program. 
We get funds from you, and we get funds from our reimbursable 
program, and we have a sizable order pending, and we hope part of 
it will develop this year. 

Mr. Gary. When you say this year, you mean the fiscal year 1955? 

Mr. Howarp. Yes, sir. 

Mr. Gary. You have only had one order this year? 

Mr. Howarp. Yes, sir. 


REIMBURSEMENT TO NETHERLANDS GOVERNMENT FOR ALLOY COPPER 
e IN LEND-LEASE SILVER 


Mr. Gary. Can you explain the method whereby the Netherlands 
Government will be reimbursed in 3 years for the copper content of 
silver coins being returned? 

Mr. Howarp. Yes, sir. 





226 


During the war period silver was lend-leased to various govern. 
ments in the amount of a little over 400 million ounces. There was 
lend-leased to the Netherlands about 54 million ounces of that. We 
manufactured coins for the Netherlands Government for their ys 
when it would be possible for them to go into the homeland at the 
end of the war, and also into some of the islands that they owned, 
They took this coin into their country after the war and because of the 
unstable conditions they did not put out too much of it. 

The conditions of that lend-lease agreement were that they were to 
pay us back 5 years after the termination of the emergency which, | 
believe, was April of 1952. So, they must return the silver under our 
agreement in the form and condition in which we originally had it, 
which was fine silver bars, and they would have to return it in 1957, 

They approached us about returning it earlier, and also approached 
us about receiving it in the form that it is in. If they were to put it 
into fine silver bars it would mean that they would have to have it 
refined at an expense, whereas we can use it in the form that it is in, 
We worked out an agreement with them on an informal basis, an 
agreement which is now being approved on a formal basis, whereby 
they would return the silver to us now, and it would be available for 
coinage as our silver supplies were getting low for coinage. We will 
work it directly into coins. 

It just so happens that the copper that we use in our silver coins 
is purchased out of our appropriated funds. It is called subsidiary 
silver copper. Now by taking this in, we would normally be asking 
money for it, but we knew we had savings coming up in our appro- 
priation, so we decided we could take this in without asking you for 
funds, and we have not asked you for funds in 1956 for this copper, 

I will say, however, the fact that we took $62,000 out of this appro- 
priation for the White House Police means that we have $62,000 less 
with which to buy copper than we thought we were going to have this 
year. We intend to take our savings this year from our appropriated 
funds and purchase this Netherlands copper with it to the extent 
we have savings. We figure that we will be purchasing—the total 
amount of the purchases is something like $458,000, I believe, and 
we figure that this year we will purchase about $169, 000 of copper, 
which we estimate to be about $73,000 over and above the normal 
requirements for alloy copper. 

If you will examine what we call our tabular statement you wil 
see we did deduct out an excess amount of copper for next year, 
which is $73,000. The $59,000 amount that I have been giving you 
is a reduction in unpaid leave; $73,000 is the figure that I should be 
giving you on copper. 

Mr. Gary. And you have anticipated that in your estimates? 

Mr. Howarp. Yes, sir. 


REDUCED BUDGET ANTICIPATES CLOSING SAN FRANCISCO MINT 


Mr. Gary. Have you also anticipated in your estimates the closing 
down of the San Francisco Mint? 

Mr. Howarp. Yes, sir, and the Seattle Assay Office. We anticipate 
that this year we w ill cut about $738 ,000, and we will make up about 
$415,000 of that $738,000 out of those two actions out there, and we 
have a few more actions to take in order to make up the rest. 
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Mr. Gary. You knew that that action would be taken at the time 
the budget was prepared, and you anticipated it in your figures? 

Mr. Howarp. Yes, sir. 

Mr. Gary. Now, you have decreased activity from 1954 to 1955, 
and estimate a further decrease for 1956. W hy is it that under those 
circumstances you are filling an executive position which has been 
yacant since 1954? 

Mr. Howarp. Mr. Chairman, that was the Director’s job. We 
did not have a Director for a little over a year. I was Acting Director 
at that time. That is Mr. Brett’s job. 

Mr. Canrie.p. Mr. Brett, I, too, desire to say a word of welcome 
to you as the new Director of the Mint. I have been impressed by 
what I have heard about you and the brief biography you have given 
us this morning showing your background. 

I, too, want to say that I think you are surrounded by a very able 
staff, and I wish especially to make mention of Dr. Howard, who has 
always made a fine presentation before this subcommittee. 

Mr. Brerr. Mr. Canfield, I want you to know that I am very 
appreciative of that. 


DISCONTINUANCE OF COINAGE AT SAN FRANCISCO 


Mr. Canrretp. I am not clear, Mr. Brett, just what the situation 
isregarding the mint at San Francisco. I understand from what you 
told us today, and what I have read in the press, that you are cur- 
rently closing operations there. Now, just what does that mean? 

Mr. Brerr. Well, we are shutting down the coinage operation com- 
pletely at San Francisco. We are not removing the equipment. We 
are mothballing the equipment. The refinery is scheduled to continue 
to operate, and it will continue as a deposit office and as an assay 
office. So, we have not broken down the savings which will be effected. 
They are combined savings between Seattle and San Francisco, be- 
cause we are giving depositors at Seattle the choice of using San 
Francisco or Denver, whichever is the most convenient for them. So, 
we do not know exactly what the developments will be on the transfer 
of the work formerly done in Seattle, whether the bulk of it will go to 
San Francisco, or whether the bulk of it will go to Denver, so a defining 
of the exact savings of the combined agencies cannot be done at this 
time because actually while Seattle discontinued deposits on January 
15, it will not be closed up completely until the end of this month 
when we hope to effect that. It is going to take us probably until the 
end of March to taper off and close the coinage at San Francisco, so, 
there will be a transfer of functions there, but coinage will stop at 
San Francisco. 

Mr. CanrreLp. That means that coinage will stop definitely, I 
mean for all time? 

Mr. Brerr. That is a long time, sir. 

Mr. CanrieLp. When you say coinage will stop, do you mean that 
it may be resumed at some future time? 

Mr. Brerr. Well, the most important thing about operating the 
coinage plant, of course, is the personnel, and all of the coinage 
personnel at San Francisco are being separated, so that to resume 
coinage at San Francisco would mean the complete rebuilding of an 





organization, and it would not be done unless there were a grea 
change in conditions, as we see it. 

Mr. CanrFietp. The plant, however, Mr. Brett, is still being used 
and embraces again what activities? 

Mr. Brert. The refinery will be continued, and it will be a deposit 
and assay office. It has been a substantial deposit office in the pas 
and an assay office, and it will continue and will assume that shar 
that has been at Seattle that depositors do not choose to send to 
Denver. 

Mr. Howarp. Also we will continue to store gold and silver there 

Mr. Brert. Yes; of which there are substantial quantities. 


MODERNIZATION OF PRESENT PLANT VERSUS NEW PLANT FOR 
PHILADELPHIA MINT 


Mr. CanFige_p. Just a word about Philadelphia, and I do not want 
to go into that situation too deeply because I am mindful of the fact 
that we have a very distinguished member of this committee from 
Philadelphia, who is an authority on the subject of the mint. 

Mr. James. What a drop I am going to have in the fall from that 
high praise. 

Mr. CanFie_p. Do vou have any figures as to what it would cost 
(1) to build a new modern factory-type mint and (2) to remodel the 
present mint and increase its efficiency, as much as can be done with 
the present physical setup? 

Mr. Brerr. I will let Mr. Howard answer the first question, but | 
would like to comment on the modernization of Philadelphia. I think 
by the expenditure of $1,600,000 at Philadelphia, a substantial portion 
of which would be for construction changes in the building that coins 
could be produced as cheaply and possibly more cheaply, based upon 
the experience of the technical people in the mint, than they are today 
being produced at Denver and with a substantial increase in volume. 

Mr. CanFieLD. You are referring to the construction of a new 
building? 

Mr. Brerr. No; the modernization of the present building. It 
would mean substantial construction changes, but I think with 
$1,600,000, or thereabout, that Philadelphia could be placed on as 
efficient a unit-cost basis as Denver is today. 

Mr. CanFieEcp. I believe in yesteryear, Mr. Brett, the mint had 
some figures on the construction of a new mint. 

Mr. Howarp. You asked that question of Mr. Brett, and he said 
I could handle that first part of the question. I would say it would 
cost from 7 to 10 million dollars to buy the site and construct a new 
mint. 

LOCATION OF BULLION IN STORAGE 


Mr. Canrietp. Your justifications state: 


The Bureau of the Mint is responsible for the physical custody of the Govern 
ment’s stock of gold and silver bullion and coin amounting to approximatels 
$24 billion, located at 7 different mint institutions. 

Where are these? : 

Mr. Howarp. Well, the largest amount of gold is stored at For! 
Knox, about $12,500 million. 
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The second largest amount is stored at Denver, slightly less than $6 
billion, and the next largest amount is in New York, about $3 billion. 
Then we taper on down, and I believe San Francisco would be next 
with about a half a billion, and then Philadelphia would be next with 
a much smaller amount. That figure 7 will change to 6 when Seattle 
is closed, because we are closing it entirely, and they never did hold 
very much gold. 

\lr. Brerr. I think it is all out of Seattle now. 

\ir. Howarp. Yes. 


FLUCTUATION IN COINAGE UNIT COSTS 


\ir. CanFieLp. Mr. Brett, you discussed the fluctuation in the 
use of coins. Does the unit cost of manufacture fluctuate to a great 
degree? Suppose you tell us about that. 

\r. Brerr. I would like to comment on that in general, which has 
to do with the action taken in San Francisco. With the reduction 
in demand, cutting was done in May and June of last year—the 
conage was cut off entirely for a period—and then we made hori- 
zontal cuts. We reduced Denver and we reduced Philadelphia. We 
could not reduce at San Francisco because it was already operating 
on such a low production basis that to have reduced it further would 
have increased the unit cost beyond sight. In a manufacturing oper- 
ation of this sort there is such a definite relationship between your 
volume and your unit cost that if you continue to reduce the volume 
and still maintain the overhead fixed charges involved in the opera- 
tion your unit cost will be very high. That is the principal protest 
from the city of San Francisco, that they thought we should have 
made further horizontal reductions through all the operations. It 
could not be done economywise. 


REVENUE FROM SEIGNIORAGE 


Mr. Canrretp. Dr. Howard is an authority on the subject of 
seigniorage. 

Mr. Bratt. Yes. I read his statement last year in the record. 

Mr. Canrietp. For the record this year, will you tell us about the 
seigniorage accounts and the revenue therefrom? 

Mr. Howarp. As we cut back coinage we naturally cut back the 
revenue from seigniorage. We will have seigniorage from all sources, 
including coinage, of about $36 million this year. I think I spent 
considerable time last year telling how seigniorage comes about. I 
can briefly tell you this year, just using one coin. 

We speak of seigniorage as the difference between the face value of 
a coin and its bullion value. We can take a pound of copper alloy 


that costs about 30 cents a pound and from that alloy we can make 


145 one-cent pieces, the face value of which is $1.45. The seigniorage 
from that operation is $1.15. Of course the manufacturing cost has 
to be deducted, but you appropriate for that. 

Mr. Jamns. Will you say that last again? 

Mr. Howarp. The manufacturing ‘cost. must be deducted from 
that, but you appropriate for that cost. 

Mr, James. Off the record. 

Discussion off the record.) 
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Mr. Howarp. And we make seigniorage on silver coins becauy 
the bullion value of the silver is less than the monetary value of th» 
silver in the coins. For instance, we can take 0.72 of an ounce o} 
silver and make a dollar in subsidiary coins—2 half dollars or 4 
quarters or 10 dimes—and what we pay for that silver determing 
the seigniorage. Our silver account now is running 70 cents an ounce. 
and therefore we make the difference between approximately three. 
fourths of 70 cents and $1, which is a difference of about 50 cents, 

Mr. Gary. On what? 

Mr. Howarp. When we manufacture a dollar’s worth of subsidiary 
coins we make about 50 cents seigniorage, the difference between the 
cost of the metal in the coins and the face value of the coins. 

Mr. Gary. Per dollar? 

Mr. Howarp. Per dollar of subsidiary coins. On a silver dollar it 
is different. There is 0.72 of an ounce of silver in a dollar’s worth of 
subsidiary coins and 0.77 of an ounce of silver in a silver dollar. In 
other words, a silver dollar has more silver in it than 2 half dollars or 
4 quarters or 10 dimes. 

Mr. Canrietp. Mr. Chairman, last year the Bureau inserted in 
the record a table of revenues from seigniorage, 1943 to 1953. Is it 
agreeable that that be brought up to date? 

Mr. Gary. Yes. Without objection we ask that that table be 
brought up to date and we will insert it at this point in the record. 

(The following table was submitted:) 


Revenues from seigniorage 


| | 
| Seigniorage | Seigniorage | Seigniorage 
Fiscal year | on silver on minor on silver Total 
coinage coinage bullion ! 


1954___- , gt $50, 425,052 | $13,496,536 | $9,386, 667 $73, 308, 255 
1953 ; . : 32, 506,793 | 12, 825, 766 9, 970, 209 55, 302, 768 
1952 sip 41,102,995 | 11,750,000 | 10, 744, 242 63, 597, 237 
1951_- PL 24, 165, 262 8,454,104 | 10,317, 576 42, 936, 942 
De tk ; 8, 056, 081 5, 735, 584 | 11, 026,197 24, 817, 862 
1949 ce ee 24, 359, 317 11,497,282 | 10,046, 061 45, 902, 6a 
1948 : 18, 562, 071 9, 027, 075 | 9, 391, 717 36, 980, 863 
1947__ ‘ ‘ -| 33, 402, 485 22, 113, 700 | 4, 473, 406 59, 989, 501 
1946 : . ashe j | 35, 716, 943 16, 853, 374 | 248, 208, 454 300, 868, 77 








ince eas | 56,545,254 | 21, 506, 021 | 72, 727 78, 124, 0 


1944 __ ; Sakaki » | 22,688,274 | 23,107, 936 174, 545 45, 970, 755 
1943... nica | 60, 591,139 11, 087, 613 | 6, 259, 008 77, 937, 74 





1 Difference between monetary value and cost value. 
RELEASE OF SILVER DOLLARS OF EARLY MINTAGE 


Mr. Canrie.tp. Mr. Brett, what happened at the Philadelphia 
Mint some months ago in connection with the much publicized story 
concerning the release of a large number of silver dollars? 

Mr. Brett. There was only one thing wrong with that publicity 
and that was, it was intimated, as a result of interviews or misunder- 
standings on the part of the interviewers, that there was a mistake 
made. There was no mistake made at all. The silver dollars were 
taken out of the vaults in the normal course of events, and the people 
in the mint ignore the dates; they actually should not know the dates. 
The silver dollars were issued in the normal course of events. As | 
say, the only thing that was wrong was the intimation that a mistake 
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was made. The silver dollars should have been issued, and they were 
issued, ignoring the dates. 

Mr. CANFIELD. And the date of the mintage was when? 

Mr. Brett. I think in the 1880’s. 

Mr. Canrreitp. And the last silver dollars were minted when? 

Mr. Brett. 1935. 

Mr. Howarp. Incidentally, we have not minted silver dollars 
since 1935 because we have a sufficient supply on hand, and if we pay 
out of that supply we will get into old silver dollars. 

| think the history back of the silver dollar will give you some idea 
of what happened. Prior to the passage of the Silver Purchase Act in 
1934, under all our previous silver legislation relating to silver dollars, 
silver dollars were manufactured when we bought silver under special 
silver acts. Every silver certificate issued by the Government was 
backed by a manufactured silver dollar. When the Silver Purchase 
Act was passed in 1934, that act gave the mint permission to store 
bars of silver instead of manufacturing them into silver dollars, so 
most of your silver certificates now are backed by silver bars, or bullion 
instead of manufactured silver dollars. 

So, with the passage of that act we certainly did not need to 
manufacture more coins to meet the demand, because we had at that 
time about 300 million of them. We still have better than 200 
million. So if we do not manufacture silver dollars, say, for the 
next 50 years, we naturally will get into some of those silver dollars 
manufactured back in the days when they put a silver dollar back 
of each silver certificate. 

Mr. Canrievp. Is it true that, in the hands of collectors and those 
who market those coins, that, because of their age, they carry a premium 
today? 

Mr. Howarp. I believe at the time they were issued a good many 
of those dollars did carry a premium because they were scarce, there 
were few in the market. I have an idea that by issuing those dollars 
the premium has disappeared to some extent or been reduced because 
the mere fact that word got out we were issuing, and that we might 
issue more, has hurt the collector’s value. As to the dope given in 
that story of collector’s value, we know nothing about that. So 
what was published in that regard was evidently information gotten 
from collectors and not from our people. 


COINAGE OF COMMEMORATIVE MEDALS 


Mr. Canrizrtp. Do you project the coinage during the coming 
fiscal year of any medals? 

Mr. Brerr. Commemorative medals? 

Mr. CANFIELD. Yes, commemorative medals. 

Mr. Brerr. That is out of our hands entirely. 

Mr. Canrre._p. That is dependent on legislation? 

Mr. Brerr. Yes. 


EQUIPMENT TO BE RETAINED AT SAN FRANCISCO MINT 


_ Mr. Steminsxr. You say that the San Francisco Mint, part of it, 
is closed down or mothballed? 





Mr. Brerr. Yes. No equipment has been removed, nor do we 
contemplate at this time removing any coinage equipment. 

Mr. Sreminski. So in an emergency you could start operations 
there if Philadelphia or Denver should be put out of operation? 

Mr. Brerr. Yes, it could be done readily by transferring personnel, 
I assume. 

Mr. Sreminski. Is there any noticeable change in transportatioy 
costs as a result of this close down at San Francisco? 

Mr. Brerr. You could deliver to the Federal Reserve bank in San 
Francisco 1 cent pieces from Denver at less cost than from the Say 
Francisco mint because the transportation cost is more than covered 
by the reduced costs in Denver. 


LEND-LEASE OF MONEY TO ALLIES 


Mr. Sieminskti. The lend-leasing of money interests me. In the 
event of war it would be quite possible for one of our allies, who might 
be short on cash, to obtain allied money on lend-lease with which to 
pay occupation troops. For instance, it is declared that the Soviets 
pinched our money plates; they used our funds in the occupation to get 
along in Berlin and the Soviet zone of East Germany; one mighi 
suppose they were financially embarrassed and that that was one 
reason they moved the way they did. Others say the Soviets were 
just plain crooked, using Dexter White as their stooge. 

I asked a question last year as to whether there was a place in Worl 
War II where an ally could come and get cash under lend-lease for 
occupation troops. I asked the question again the other.day and was 
told that it was not clear. Here, in your report, I see the Nether. 
lands negotiated silver on a lend-lease basis. 

Mr. Brett. I am not too familiar with that. Was that not sub- 
sequent to World War II? 

Mr. Howarp. No, during World War II. Of course they could 
not get into their country until after the war but the coins were manv- 
factured so they could move in. Their government was in London. 
This enabled them to have a coinage system when they went in. 

Mr. Sreminskr. Could we not cause the Soviet Government to pay 
back what has been established as a crooked operation on their part? 
We are supposed to have lost $200 million-odd by that money-plate 
deal. Do you know if our Government has moved to collect. that 
from the Soviets? 

Mr. Howarp. I know as little about that as I could. I have read 
in the papers from time to time about those plates, but that is out of 
our jurisdiction. I noticed that in the stories sometimes they used the 
word “mint” and that upset me. We had nothing to do with that. 
Fortunately, we had no experience with the Soviets during the war. 

Mr. Sreminskr. I know, doctor, you had nothing to do with it, 
but your testimony is the first that has indicated to me that mone\ 
could be gotten on a lend-lease basis. A man’s reputation [Mr 
Dexter White ‘], such as it was, who was involved in that money deal, 
was demolished. I am looking for the American way of remedying 
something that is wrong, a solution to prevent repetition of a regret- 
able situation. The man is dead. Have we told the Soviets , “Here 
is what you have gotten from crooked deals? Pay up.” Do we avoid 
the errors of World War II by what we do so that the Monday morning 
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quarterbacking now taking place will prevent next Saturday’s game 
from going wrong? 

Mr. Gary. This does not relate to the mint. It relates to the 
Treasury. 

\(r. Steminski. I understand that, but here from the mint for the 
first time, I get proof positive there is a lend-lease cash possibility for 
emergencies. So I am putting the whole thing here even though it 
might not belong here. 

Mr. Howarp. I can state our position. We lent silver not only to 
the Netherlands but to 5 or 6 other countries and in the agreements 
there was @ provision for payment after a declaration that the emer- 
vency had ended. When the declaration was made in April 1952, we 
put in writing to all the people who owed us silver notice that the time 
of payment was starting torun. Most of the agreements had 5 years. 
Some of them had a provision that under unusual circumstances they 
could be negotiated 2 years longer, but each country that had gotten 
silver from the mint was notified that the period had started to run 
and that we expected them to pay back the silver. 

Mr. Sreminskr. When the Bureau of Engraving and Printing comes 
before us I intend to ask if they have moved forward through channels 
to have returned to Uncle Sam the amounts the Soviets purportedly 
pinched from us through crookedness. 

Mr. Brett. While it is probably not the province of the Director 
of the Mint to answer that, we certainly think the Netherlands have 
done a marvelous thing in returning the silver. 

Mr. Stemrnekr. That is fine, and I think it should make the 
Soviets think twice. It puts them in the proper light. If presented 
with a bill, 1 wonder whether the Soviets will pay up to clear the charge 
of their being crooked? 


STOCKPILING OF COPPER 


On page 22 you say: 

The appropriation requested for fiscal 1956 does not include funds for the pur- 
chase of copper in excess of normal usage. 

Does ‘normal usage’? mean a portion for stockpiling? 

Mr. Howarp. Normal usage means what would go into the coinage 
during the present coinage program. 

Mr. Stemrnski. Is any copper being purchased for stockpile pur- 
poses? 

Mr. Howarp. To the extent that it is copper in excess of our normal 
requirements, that is being stockpiled. 

Mr. Sremrnskr. Do you think it is sufficient in the event of an 
emergency, or do you think you should have a stockpile on hand 
greater than you now have? 

Mr. Howarp. We are fortunate in having a stockpile of copper at 
any time, because in past years we have not been able to get all the 
copper we needed for coinage. 

Mr. Sremrnski. A year ago I asked the Bureau of Engraving and 
Printing, after the theft there, whether they were stockpiling cur- 
rency. I do not remember what the answer was, but I was pleased 
to see in the papers recently that they are now stockpiling currency 
so that if through some emergency they were put out of operation 
they could carry on for a while. 
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Mr. Gary. We have only one Bureau of Engraving and Printing, 
We have two mints. If one mint were destroyed we would still have 
another. The problem is not as acute. 

Mr. Brerr. And the product is not as destructible as paper money, 

Mr. Sreminsk1. I covered that point in my first question. 

Mr. Howarp. Off the record. 

(Discussion off the record.) 


IMPROVED EQUIPMENT FOR PHILADELPHIA MINT 


Mr. Sreminski. I see you have put an overhead crane in the 
Philadelphia plant. Do your plans call for a grav ity flow conveyor 
system, or will you try to extend your floor space? 

Mr. Brerr. Until a complete overhauling of the Philadelphia Mint 
could be undertaken and the money made available, the improvements 
that are currently being made are very minor and do not include : any 
extensive conveyor system. The matter of handling heavy weights 
is becoming a greater problem in the mint because the average age of 
the employees is creeping up, and our eliminations in the last year for 
the most part eliminated the younger and more active employees. 
So many of our principal improvements have been in the lifting and 
handling of heavy weights mechanically rather than manually, but 
they are minor, very definitely. 

Mr. Sremrnsxr. This annealing furnace and new cleaning and 
drying equipment in the San Francisco Mint, is that mothballed? 

Mr. Brert. That is part of the coinage and will be mothballed with 
the rest of it. 

Mr. Sreminskr. You say you estimate annual savings of $5,000, but 
what is the value of the equipment you just put in and are now 
mothballing? 

Mr. Howarp. It was put in a couple of years ago. That was the 
replacement of annealing equipment that wore out. 

Mr. Sreminskt. I wanted to clear up the point that while you might 
have a $5,000 saving on manpower you have spent a considerable 
amount on the equipment and would not realize the savings unless the 
plant were put into operation again. So this $5,000 savings might 
be misleading. 

Mr. Witson. Mr. Brett, I am happy to know at last we have a pro- 
duction engineer heading the Bureau. 

[ am interested in either building a new modern plant at Philadel- 
phia or modernizing the present one, but I shall leave the interrogation 
on that to our distinguished colleague Mr. James, who is more familiar 
with the situation there than most of us are. 


QUESTION OF CLOSING ALL OPERATIONS AT SAN FRANCISCO MINT 


Mr. Brett, why not close out the San Francisco operation altogether 
and dispose of the equipment in the best interests of the Government 
and forget about it? 

Mr. Brevt. Well, we probably would necessarily continue a deposit 
and assay office in the San Francisco area or in the Pacific coast area 
to render the service that that area requires. Beyond that, we, of 
course, have considerable values. The expense of moving those values 
would be considerable. Also, the values there are not all in the re- 
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fined state. They undoubtedly should be refined and converted into 
fine gold and fine silver before any movement is made. 

Mr. Witson. If I have asked you an embarrassing question, 
naturally I will withdraw it. 

Mr. Brerr. No. I do not think it is embarrassing. I feel the 
way Dr. Howard commented about the matter of moving some of the 
equipment from San Francisco. I think when the moves we have 
made involving Seattle and San Francisco are well digested, we will 
know considerably more about where we are headed betw een now and 
June 30. I think eventually there will be other recommendations 
involving the San Francisco operations. 

Mr. Wixson. If these three mints were put on a comparative basis, 
how long would the San Francisco Mint last? 

Mr. Brerr. The San Francisco Mint has been eliminated as a coin- 
age operation primarily on the comparative picture basis. That was 
the basis of the decision. 

Mr. Wrison. As an investor, would you purchase stock in that 
operation at San Francisco? 

Mr. Brerr. As a coinage operation? 

Mr. Wiison. As an operation as is, on its own? 

Mr. Brerr. Very definitely not; no. 

Mr. Witson. Then why should ‘the Government continue to oper- 
ate an inefficient plant? 

Mr. Brerr. As a refinery San Francisco is not an inefficient opera- 
tion. 

Mr. Witson. Do the economies as a result of the refining operation 
justify the investment the Government has in that plant? 

Mr. Brerr. The investment in land and buildings at San Francisco 
is amazingly low. I would say the answer to that is “No,” that the 
operation of that refinery would certainly not justify the mint retain- 
ing that building and all the fixed charges involved. 

Mr. Witson. That more or less confirms my opinion that it is of 
sentimental value to the city of San Francisco and that is probably 
the reason for its continuation. 

_ Mr. Brerr. From my experience the principal sentiment involved 
is that in May of 1954 they celebrated the 100th year of coinage in 
San Francisco. I think that is where the sentiment lies. 

Mr. Witson. I would suggest that the San Francisco Mint be com- 
pletely disposed of and that the money saved thereby be used to 
modernize the plant in Philadelphia and that we store surplus coins 
so that we would have sufficient coins on hand to tide us over the 
peak loads and stabilize our employment in the mint, thus doing 
away with the overtime. 

That is all I have. 


GOLD DEPOSITED AT SAN FRANCISCO 


Mr. Howarp. Might I say something in behalf of the San Francisco 
Mint, not from the standpoint of coinage? I agree with you on the 
inefficiency of that plant out there, but there is one phase I do want 
to comment on and that is that there is a lot of gold produced in the 
State of California. That gold must be deposited somewhere. The 
hearest place to deposit it would be at Denver. 
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Right now the gold miner is in a squeeze, and it is a very vociferous 
squeeze. In other words, he is talking about it. He points out the 
price of gold has remained the same since 1934 and his costs of produc. 
tion have been rising. Many mines are going out of production 
because they cannot make ends meet. 

I do not believe that in talking about San Francisco we can consider 
closing out to the people in California the facilities of an assay office, 
I do think that if we ran an assay office there we could run an establish- 
ment at less cost, and certainly without the guard force and other 
things we need in connection with this plant. But I think when we are 
talking about closing it up completely we should take into considera- 
tion the interest of the miners. 

Mr. Witson. Of course we all like to have more money for our 
products. The farmers would like more money for their products 
and we all would. Where I differ with you is that I think the gold 
is more easily protected in its natural state than at Fort Knox or 
Denver. I think in its natural state it is probably just as valuable 
to us and more easily protected and always available. 


FEASIBILITY OF CONSTRUCTING ONE CENTRAL MINT 


Mr. Murray. I would like to offer my welcome to you in your new 
position. From your statement of qualifications I think you ar 
very well qualified for the position. 

I notice you have Denver producing on a one-shift basis and San 
Francisco and Philadelphia reduced to minimum operations, and you 
have decided to do away with San Francisco in its minting operations, 
and Philadelphia is an outmoded operation. Has any study been 
made of doing away with all 3 mints and constructing 1 centralized 
mint in a new location? 

Mr. Brerr. This is my first meeting here and I certainly do not 
pose as an expert in the situation. I do know that in the files that 
Dr. Howard has handed to me to study—and I have done a lot of 
studying and he is a teacher—he has prepared memoranda over the 
past 10 years which you gentlemen are familiar with involving the 
scrapping of all 3 mints and putting up 1 in Illinois or Indiana. 

Will you take over from there, Dr. Howard? 

Mr. Howarp. Off the record. 

(Discussion off the record.) 

Mr. Wiuson. I would like to add one comment. I did note in the 
San Francisco mint some very fine old gentlemen, skilled craftsmen, 
that I would hate to see thrown out of their jobs. Some have been 
there 40 years and they really know their business. 

Mr. Brerr. The difficulty of that operation was the matter of the 
employees of long service in that coinage department. It was a ver) 
difficult situation. 

Mr. Howarp. We are attempting to place every one of those 
employees, and we are exerting much effort. Our personnel officer 
from the Bureau here has been in San Francisco about 3 weeks 
working daily in placing these employees and we are having som 
success. Of course many employees have retirements rights and many 
are exercising those rights. 

Mr. Brett. Do you want to go into Mr. Murray’s question? 
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\ir. Howarp. There is no doubt that coinage is a large-scale opera- 
tion that would be more efficient if centered in one place. There is 
one argument against it, and that is that shipping costs are high. It 
costs money to ship money. 

Mr. Murray. I mean taking into consideration shipping costs and 
everything. Has there been any study made? 

\Mr. Howarp. There definitely has been, and that study was made 
in this manner; that is why Mr. Brett mentioned Indiana. We took 
each Federal Reserve bank and the coins they had taken over a period 
of time and theoretically set up a mint in various cities throughout the 
United States, calculating the freight from the city we would choose. 
We came up with a central mint using Indianapolis as a base. 

Later on, that study was brought up to date, not by me but by an 
outside observer who came into the mint at the suggestion, I believe, 
of this committee, and I believe he moved the operation farther west 
into Llinois. I believe he did that not on the basis of a scientific 
survey such as the one that we had made, but he did it on the basis that 
the center of population had moved westward 200 miles or something 
ike that. 

\ir. Murray. Off the record. 

(Discussion off the record.) 

\Mir. Murray. The point I wanted to make is that our mints are 
national institutions, which I think is a factor you must consider in 
moving or eliminating them. 

Mr. Brett. I think either Mr. Gary or one of the other gentlemen 
brought up the fact that today, with the atomic preparedness, it is 
advantageous to have more than one mint. I think that was an 
argument for the Denver location. 

Mr. Howarp. That argument was used at the time we expanded it. 

\lr. Sermrnski. Would you yield for one question, Mr. James? 

Mr. James. Yes. 


SHIPPING COSTS OF COINS 


Mr. Stemrnskt. How do you handle your shipping costs? Is it 
franked? 

Mr. Howarp. We ship coins different ways. In small quantities 
we use either the Railway Express or registered mail, parcel post. 

\ir. Steminski. Does your budget show those shipping costs? 

Mr. Howarp. No, because the shipping costs are paid from a fund 
that is not an appropriated fund. 

Mr. Stemrnski. Thank you. 

Mr. James. Like all other members of the subcommittee, I am 
happy to see Mr. Brett here today. Mr. Brett and I have had some 
very pleasant conversations over the telephone recently, and I know 
he will be a very valuable man in our Government service. 

| am glad to see our friend Dr. Howard back again and also the 
the other friends of the mint staff. 


SEIGNIORAGE ON BULLION 


You have said that the support of silver certificates was changed 
irom minted coins to bullion some time ago. My question is, Was the 
seigniorage added to the bullion value or did those silver certificates 
go out unattended by any seigniorage? 
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Mr. Howarp. The same rule was applied to the bullion as to the 
manufactured coms. If we bought silver at 50 cents an ounce and 
had it in bar form, we revalued it at $1.29 an ounce without coining 
it. Its value went from 50 cents to $1.29 and the difference betwee) 
50 cents and $1.29 became seigniorage and went to the Governmen; 
as a miscellaneous receipt. 

Mr. James. As a result of that revi aluation, did you cut your request 
for the appropriation for coinage? 

Mr. Howarp. Yes. We have not asked for money to make a silye 
dollar since 1935. 

Mr. James. That is good information for us to have. 

Mr. Howarp. However, we do ask you for money to handle that 
silver and to protect it. Each year there is some money spent fo 
protecting those silver bars and you appropriate money for that. 

Mr. James. But that does not differ much from what you would 
need to protect the minted coins? 

Mr. Howarp. That is right. 


MODERNIZING THE PHILADELPHIA MINT 


Mr. James. Of course I am very much interested in the question o! 
what is to happen to the mint in Philadelphia. With the closing 
of the San Francisco Mint it is obvious that if there is an increased 
demand for coins something will have to be done to increase the 
facilities for minting. You said something about the cost of moder- 
izing the Philadelphia Mint. I understand the modernization would 
be almost entirely in structural changes; is that correct? 

Mr. Brerr. Not entirely. I believe it would be split $600,000 for 
construction and $1 million for equipment. 

Mr. James. None of that is for land? 

Mr. Brett. No. 

Mr. James. And it has been stated it would cost from $7 million 
to $10 million to buy land and construct a new mint. If it would cost 
$1,600,000 to rehabilitate the mint in Philadelphia and it would cost $7 
million to build a new building, the cost of rehabilitating would be 
roughly 25 percent against the cost of a new building. My point is 
this: After you have ‘Tehabilitated the Philadelphia building you ar 
still in the position at Philadelphia where you are crowded in by in- 
dustrial and other buildings all around you. You would have no 
further room for any kind of expansion other than this one last rehabili- 
tation project. If you should attempt to buy land there to further 
increase the capacity of the Philadelphia mint the land would cost 
many, many times more than the cost of land in the Philadelphia area 
generally. That, I think, would be_agreed to by anyone familiar 
with the area 

You are closing up, for minting purposes, the San Francisco Mint. 
You have made a very splendid operation out of the Denver Mint, 
as I understand it. The Denver Mint is operating pretty nearly al 
maximum efficiency? 

Mr. Howarp. There could be improvements if we had a new build- 
ing there. 

Mr. James. But you are satisfied with it as a facility capable ol 
maximum performance? 


Mr. Howarp. Yes. 
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Mr. James. In this growing country with a growing population 
and growing economy, why would it not be wise to do as little as 
necessary just now to improve the Philadelphia Mint building? 
[ do not think you would ever accomplish maximum efficiency there 
in that type of building. When it was built it was put up as a fine 
monument to some past statesman whose name I could guess at 
but will not. It is beautiful, in spots both outside and inside. When 
one enters the doors one is amazed at the overwhelming artistry 
that went into the construction of that building. But the fact re- 
mains it does not have adequate working space and it is not capable 
of being altered for streamlined performance. 

Mr. Sieminski asked whether you contemplated the installation of a 
belt-conveyor system between floors. 

Mr. Sreminski. I even thought along the floor as an escalator. 

Mr. James. In the Philadelphia Mint there is no possibility of engi- 
neering of that kind. 

[ believe this, that with $10 million, which is stated as probably the 
maximum for constructing a new facility that the mint should be 
moved outside of Philadelphia, close to Philadelphia but in an area 
where enough ground could be secured to construct a building designed 
for streamlined operations and to have sufficient land around it for 
maximum protection, fire protection, and otherwise. A fire in the 
vicinity of the present mint in Philadelphia could be a very serious 
matter. I might seem to advocate building a new mint in my county, 
but I do not mean to do that. $10 million for a modern, efficient mint 
measured against the amount spent for improving or building many 
other Government facilities is, to use an outworn expression, peanuts. 
We talk of $10 million in the Government very carelessly about things 
less important than an efficient minting operation. 

| believe we will regret it very much ‘if we do not soon advocate the 
building of another mint. The time has come when the program 
should be laid down and requested. Ido not know where that request 
should come from but I think it would properly come from the agency 
that has the responsibility of providing the facilities for the minting 
operation. Off the record. 

(Discussion off the record.) 

Mr. Howarp. There is one thing I can say, and that is we have 
made surveys of sites in Philadelphia on two occasions and we have 
been able to find sites not too far out that were relatively good sites. 
| particularly remember one of about 30 acres. There was a very 
poor Government housing project on it. I cannot think exactly where 
it is. I do not know the city well enough. But we felt that would 
make us an excellent site. 

We have to weigh in this thing the amortization of paying off a 
new building, the savings in operation costs in a new building, and so 
forth. I do agree with you that if we do modernize the existing plant 
we will be limited for future expansion. This is the third mint at 
Philadelphia. There were two prior to this one. This mint was built 
in 1901 when the concept of minting, both from the quality and quan- 
tity point of view, was entirely different, because then we had very 
few coins to make and we were making gold coins, which do need more 
protection that the coins we are making today. So the building is 
divided into small rooms, and so forth. 
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Mr. Gary. Reference was made a few moments ago to the fact the 
mint was located at Denver largely to move the operation inland. 
Is it not true that since that time the changed conditions of aerial] 
warfare are such that because of the airway from the North Pole to 
the interior it is now considered that the coast is just about as safe 
as the interior insofar as aerial bombing is concerned? 

Mr. Howarp. Denver is considered closer to bombing now than the 
coast. 

Mr. Gary. The advantage of being inland was regarded at one time 
as very considerable, but it has been largely dissipated now by long- 
range bombing, cuided missiles, and the established air route via the 
North Pole. 

Mr. Howarp. There were other considerations there. There we 
had the land available while in Philadelphia we did not. And 
secondly, we had had quite a discussion about Philadelphia and could 
not make up our minds whether we wanted a new building or improve 
the existing building. 

Mr. Gary. You said that was one of the factors, but that factor is 
not as potent now as it was then. 

Mr. Brervr. I think the armed services have stated Denver would 
have an advantage over Pittsburgh or Cleveland due to the fact it is 
not as vulnerable a target industrially. 

Mr. James. I do not suppose "— is anvbody here who has not 
read about the great Delaware Valley development. Last year we 
authorized, and I hope this year we will appropriate, $91 million for 
Delaware Valley port improvements. In spite of all the talk about 
the Delaware Valley area being a target, the United States Steel Co. 
has built there the largest steel ‘plant i in the entire wide world. Within 
the last 5 years that steel plant has been built by the United States 
Steel Co. Following that, businessmen, who are disposed to regard 
all factors when they make important decisions, have bought land and 
erected factories for various types of manufacture, all of them vital 
to the defense of the country in the products they make, in the 
piemare Valley area; and the scare about target areas is wearing out. 

I do not think there is a spot in the United States that may not be 
regarded as a target area today. 

So I do not want to be a party to too much discussion or worry about 
what might or might not be a target area, in any part of the country. 
I do not believe the Philadelphia ; area or this Delaware River Valley 
development area is any more of a target than any other. 


SHIPPING COSTS OF COINS 


Mr. Sieminski. Doctor, I did not mean to cut you off in your 
answer on shipping costs, but I knew I was on Mr. James’ time. 

Mr. Howarp. As I was saying, relatively small shipments are made 
by Railway Express or parcel post. This shipment of minor coins, 
1- and 5-cent pieces, we put in one category, and we put our silver coins 
in another category. The reason for making the distinction is the 
value of the coins. 

Mr. Sremrinski. Who foots the bill? Who pays for the shipments? 

Mr. Howarp. We ship minor coins by truck, by common carrier, 
and silver by armored truck or armored- truck convoy. The shipping 
costs are paid out of seigniorage on coinage. We have authorization 
from Congress to divert a part of our seigniorage, and instead of 
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turning in all our seigniorage as miscellaneous revenues of the Treas- 
ury, we divert a part of it to a fund and pay transportation costs from 


that fund. 
OFFSHORE MINTING FACILITIES 


Mr. Sreminskt. [If all three of our facilities are knocked out in the 
event of an emergency, do we have any offshore facilities in South 
America or elsewhere that we could use? 

Mr. Howarp. Of course other countries have mints and I assume 
we could use those just as the allies used our mints during the past 
war. 

There is one thing I think you must remember about coins, and that 
is that they are not like paper money. The dollar bill wears out in 9 
months, I believe. A silver piece will last 20 years. 

Mr. Stemrinski. In time of war we still must pay our troops and 
their dependents and I do not want any rumor that our mints are 
no longer any good. That would have a bad effect on the morale 
of our troops. The Pentagon has gone underground in the event 
of an extreme emergency. All of your facilities are above ground. 
Do you have a plan to go underground in case of an emergency? 

Mr. Howarp. No, sir. 

Mr. Steminskt. That is all. 

Mr. Murray. When you close the San Francisco mint, I would 
like to suggest that you consider presenting the last coin minted to 
the oldest employee at the mint. 

Mr. Howarp. Sir, because those things become valuable, we do 
not encourage our employees taking any coins directly at the mint. 

Mr. Murray. I mean to make a presentation to the oldest employee 
there. 

OPERATION OF REFINERIES IN 1956 


Mr. Howarp. May I make one further statement? In Mr. Brett’s 
statement we state that we only contemplate operating one refinery 
next year, which is true, because of lack of funds. It has been our 
policy to more or less follow what we tell you people we will do. I 
want to say that if there is any possible way—which we do not see 
now—of operating the Denver and San Francisco refineries, we would 
like to operate the two. There would be only one way that we could 
do it, and that would be for coin demands to remain low and for us 
to get some large reimbursement orders so that we could operate with 
reimbursement funds and not appropriated funds. 


Tuurspay, Frsruary 3, 1955. 


UNITED STATES SECRET SERVICE 
WITNESSES 


U. E. BAUGHMAN, CHIEF, UNITED STATES SECRET SERVICE 
GEORGE W. TAYLOR, ADMINISTRATIVE OFFICER 


Mr. Gary. The committee will come to order, and we will take up 
this afternoon the request of the United States Secret Service. We 
have with us Chief U. E. Baughman, of the Secret Service. We will 
be glad to hear from you at this time, Mr. Baughman. 
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GENERAL STATEMENT 


Mr. Baucuman. Mr. Chairman and members of the committee. 
the total appropriations requested to carry out the functions of the 
United States Secret Service, White House Police, and guard force 
for the fiscal year 1956 is $4,028,000. 


SECRET SERVICE 


The three principal duties of the Secret Service are protection of the 
President, suppression of counterfeiting, and suppression of forgery 
of Government checks and other obligations. These and other duti¢s 
are defined in title 18, United States < ‘ode, section 3056. 

The appropriation requested for the Secret Service for the next 
fiscal year is $2,960,000, an increase of $322,000 over the funds pro- 
vided for the current year. Included in this amount is $89,095 
necessary to project the salary and related expenses of 39 agents and 
12 supporting field clerks to a full 12 months’ basis in 1956. Em- 
ployment of this personnel was provided for 74% months in 1955 
through the transfer of funds from the appropriation, ‘Acquisition, 
construction, and improvements, United States Coast Guard,” under 
authority granted by Supplemental Appropriation Act of 1955 (Public 

saw 663). The balance of $232,905 of the increase requested is 
for 8 additional agents with related travel expenses in the amount of 
$40,040; special premium compensation in lieu of regular overtime in 
the amount of $152,606, which was authorized in Public Law 763 
approved September 1, 1954, the so-called fringe benefits bill; $25,009 
to promote 39 GS-7 agents to GS-9 agents in accordance with estab- 
lished policy; $10,000 to supplement the $26,000 included in the 
previous appropriations, to provide funds for 30 automobiles to replace 
a similar number meeting replacement qualifications, and $5,250 for 
freight costs for the deliv ery of the new cars at an average of $175 
per car. 

STATISTICS 


During the fiscal year 1954 we received a total of 41,363 cases 
involving Presidential protection, counterfeiting, forgery of Govern- 
ment checks and bonds, illicit traffic in gold, and other cases under our 
jurisdiction. This represents an increase of 2,529 cases over the 1953 
total. In 1954 we closed 37,412 cases or approximately 4,000 less 
than received. At the end of June 1954, we had 15,222 cases on hand, 
or an increase of some 4,000 cases since June 30, 1953. This rise was 
due primarily to an increase in check forgeries. As of November 30, 
1954, the caseload on hand had climbed to 17,784, representing an 
average of 90 cases per agent. This is extremely high, and as I have 
said before, I believe an agent should not carry more than 15 cases at 
1 time. For the last few years our agents have closed an average of 
15 to 16 cases per month by working considerable overtime. During 
the past year agents w orked 67,000 hours of voluntary uncompensated 
ove rtime which, on the basis of : a 40-hour week, represents 35 agents, 
or a saving of $175,000 insalaries. It is expected that the productivity 
of the additional agents provided in the 1955 supplemental appro- 
priation will decrease our backlog of cases. As of Dec. 31, 1954 we 
had a backlog of 18,169 cases on hand, the highest in Secret Service 
history. 
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ARRESTS 


In 1954, 3,112 persons were arrested, or 313 more than in the previ- 
ous year. This increase was mainly in the arrest of check and bond 
forgers. Of those arrested who went to trial, 98.6 percent were con- 
victed, which is the highest record of convictions in years. It may 
interest you to know that 56.3 percent of the offenders were sentenced 
to prison, and for all types of offenses under our jurisdiction, including 
counterfeiting and forgery, the average sentence was 2 years. 

Recently, a forger was sentenc ed to 24 years imprisonment for 
forgery of 50 checks. Yet in another section of the country a forger 
of approximately 100 United States Treasury checks was se mtenced 
to a fine of $100, and his codefendant received a similar sentence. 


COUNTERFEITING 


[ would like to tell you that on next July 5 the Secret Service will 
be 90 years old. On July 5, 1865, the first chief of the United States 
Secret Service took his oath of office and the Secret Service went into 
action against the counterfeiters whose wholesale production of the 
new national currence y was becoming a threat to the country’s economic 
system. This battle has never ended, although the suppression of 
counte rfeiting soon became, and has continued to be, effective. 

The crime of counterfeiting is one of the few offenses against the 
United States mentioned specifically in our Constitution. It is a 
crime which presents ove of the gravest dangers to our economic 
system, therefore to our common welfare. 

Recently in Kansas City, Mo., a man was convicted for passing 
counterfeit money. Before imposing sentence, the judge said he 
knew of no violation of the law that would harm, damage, and bring 
discontent to so many people as the counterfeiting of our currency. 
He added that everyone takes money in the course of business without 
question, depending upon the effective enforcement of the law by the 
Secret Service, and that genuine money must be protected against 
counterfeiting as authorized by the Constitution. 

The judge pointed out that the defendant had a clear record prior 
to his arrest on the counterfeiting charge, but that any good citizen 
should know better than to engage in counterfeiting—a crime against 
all the people. As a rebuke to the defendant, the judge sentenced 
him to serve 10 years in a Federal penitentiary. 

Demonstrating the diehard character of counterfeiters, even im- 
prisonment sometimes does not stop their efforts to defeat effective 
law enforcement. Recently a well-known counterfeiter in Mexico 
City, Luis Eduardo de Shelley, received an 8-year sentence from 
Mexican authorities to be added to a 7-year sentence he was serving 
for counterfeiting, because he continued to make counterfeits on a 
portable press concealed in his cell. He was selling the notes to pris- 
oners about to be released. 

Also, last summer with the cooperation and assistance of prison 
authorities, 6 plates bearing impressions of the face of a $1 bill were 
discovered in the electrical shop of a State prison in New Jersey. One 
of the inmates who was serving a 20- to 25-year term for breaking 
and entering admitted making the plates. This prisoner is classed as 
a jack-of-all-trades, has a knowledge of photography and printing, 





and was a locksmith by trade. Prison authorities also uncovered 
several keys made by the prisoner. This same prisoner’s hobby of 
collecting postage stamps was terminated when it was discovered in 
1950 that he had attempted to place fake surcharges on stamps in 
order to increase their value to collectors. 

The Secret Service received 1,277 counterfeiting cases for the past 
fiscal year. We confiscated a grand total of $355 ,299.32 in counterfeit 
money during 1954, an increase of $61,177.46 over the previous year, 
but actually the loss to the public was less for 1954 than for the pre- 
ceding vear. This was because our agents captured more plants before 
the counterfeit money being made could be placed in circulation. 
Altogether 17 plants were seized, 8 being captured in California, 
indicating that during the last few years counterfeiting activity has 
been moving west. 

Counterfeit currency of foreign origin amounted to $99,312, $20,000 
of which was passed on the American public, the balance being seized 
before it could be placed in circulation. 

Counterfeit coins received totaled $7,154.57, and 19 coin plants 
were captured. 

Sixty-three new counterfeit note issues were received in 1954, ir 
comparison with 50 in 1953, and 210 persons were arrested for counter- 
feiting, in comparison with 193 for the previous year. 


CHECK FORGERY CASES 


Forgery of Government checks continues to be one of our principal 
enforcement problems, and the number of cases being received is 
increasing. In 1954, 31,931 cases were received as compared witli 
27 ,720 the previous year, an increase of 4,211. This increase was 
partly due to the corresponding increase in the number of checks 
issued. In fact, over 5 million more Government checks were paid in 
1954 than in the previous year, and it is estimated that in 1955, due 
mainly to social security, 7 million more Government checks will be 
issued, or an approximate total of 327 million checks, and it is esti- 
mated that 337 million will be paid in 1956. 

We completed 28,837 forged check cases, representing $2,339,660, 
and practically the full amount constituted a loss to storekeepers who 
cashed these checks. 

We arrested 2,609 check forgers, an increase of 325 over the previous 
vear. 

Last August we arrested a check forger for the forgery of 5 tax- 
refund checks, totaling $1,164. This man, who had both hands an- 
putated, operated a cigar stand in Chicago and specialized in pre- 
paring income-tax returns. The forger manipulated figures so that 
refunds would be due, and on the form he would show his address as 
the mailing address. When the refund check was received he would 
use his mechanical hands to forge the payee’s name. 

Just recently we solved one major forgery case in which our agents 
used the utmost ingenuity and proficiency in bringing a clever criminal 
to justice. 

Last June the Secret Service learned that a Government check for 
$10,000 had been cashed in Washington on a forged endorsement. 
The check was issued in payment for a Veterans’ Administration deatl 
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claim. Th . claim itself was legitimate, and the claimant lived in 


Abbeville, S. C., but the check was drawn on a false voucher showing 
the claimant? s address to be a small hotel in Washington, D. C. 

selieving the forger or an accomplice was familiar with the claims 
settlement procedure in the Veterans’ Administration, we centered our 
activity there and located a typewriter which had been used to write 
a letter involved in the case. We then examined handwriting specimens 
of 500 employees and gave lie-detector tests to another 100, but could 
not identify the forger or the person who used the typewriter. We 
searched the files of other Federal agencies and the police depart- 
ment, we canvassed banks—we checked every possible lead without 
result. 

In the course of the investigation we learned in August that another 
Veterans’ Administration claim check for $10,436.40 had been issued 
under similar circumstances, mailed to a Washington roominghouse, 
and successfully negotiated at a Washington bank on July 7. Howev er, 
no new clues were ‘unearthed which might identify the forger. 

In the belief that a criminal with some $20,000 in cash might have 
bought a new aearets we began a tedious job of reviewing some 
7,500 applications for car titles made in the District of Columbia 
between the months of May and August, in an effort to find hand- 
writing which would match that of the forged endorsements on the 
checks. We finally found an application made by one Leslie Stout for 
title to a 1954 car purchased on May 20. It was on May 19 that the 
first $10,000 check was cashed. Stout’s handwriting was similar to 
the forged endorsement and his description tallied with that of the 
forger. 

At the automobile dealer’s we learned Stout had paid $3,100 in 
cash for the car, giving a roominghouse as his address. At the 
roominghouse our agents were told that Stout had moved, leaving no 
forwarding address. 

We established that Stout had been employed as a clerk in the 
Veterans’ Administration and had left in 1951. We obtained his file 
and examined his handwriting specimens, which satisfied us that he 
had forged the endorsements on the two checks. 

We located Stout’s estranged wife and learned that he had gone to 
California with a Washington waitress. We later identified the 
waitress and found that she was living in Glendale, Calif. Through 
the auto dealer from whom Stout bought his car, we discovered that 
the car had been serviced at a station in Glendale on June 29, but we 
also knew that Stout had cashed one check in Washington on July 7, 
so we checked the airlines and determined that Stout had flown to 
Washington on July 6 and returned to California on July 7. At the 
airlines office in Los Angeles we obtained his address in Glendale, and 
there we found Stout with the waitress and placed him under arrest. 

He admitted the forgeries, claiming that he had executed the entire 
plan alone, through his familiarity with the VA finance and ace ounting 
ocnlenl He had $2,000 in his possession, claiming to have lost 
most of the balance while gambling. The waitress, however, had 
invested $5,000 in a liquor business in California, but claimed this was 
— she had saved from restaurant tips. 

Stout was sentenced January 10, 1955, in Los Angeles to 3 years 
imprisonment and a $2,000 fine, to be followed by 5 years probation 
after the expiration of his sentence. 
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BONDS 


Last year there were 4,034 cases of theft and forgery of Govem. 
ment bonds received and 3,542 cases closed, repres enting $326,859, 
None of the bond purchasers, of course, suffered any loss. For the 
first 5 months of the current year, 2,926 bond cases were received, 
compared with 1,344 cases received for the same period last year. 


PRESIDENTIAL PROTECTION 


Last year we received 1,434 Presidential protection cases for in- 
vestigation, compared to 1,633 for the fiscal year 1953. Although 

we closed 1 ,020 cases, we had 478 on hand at the close of the fiscal 
year in comparison with 64 for the previous fiscal year. A heavy 
backlog is cause for concern because these cases should receive prompt 
and current attention. However, with the increased personnel 
granted the past year and with the few additional men requested for 
the next fiscal year we feel we will be able to keep these cases current, 

We still have to keep an active interest in the members of the 
Nationalist Party of Puerto Rico in view of their fanaticism. Even 
after the arrest of the four members of this party for the shooting in 
the House of Representatives, one of their fanatical members appar- 
ently had a desire to cause further trouble, as there were certain 
notations in a book of his giving every indication that he might do 
something violent in regard to the Pr esident. 

As a matter of information, after the March 1 shooting in Congress 
by the Nationalist Party of Puerto Rico, the Secret Service was 
requested to instruct other Government intelligence agencies on the 
physical protection of dignitaries and high officials, and we therefore 
arranged special courses for them. 


NONCRIMINAL 


In our noncriminal cases, we have a very heavy caseload, partly 
due to the number of applicant-employee investigations on hand to 
conform with the security program, which, as you are aware, requires 
thorough intensive and time-consuming investigations, 


MISCELLANEOUS CASES 


It may interest you to know that in the James Rufus Landis case, 
involving the theft of $160,000 from the Bureau of Engraving and 
Printing, the Secret Service has recovered 83 percent of the amount 
stolen as of December 31, 1954 ($132,756.64), and the potential net 
loss to the Government is $27,243.36. 


REPLACEMENT OF AUTOMOBILES 


We are asking for 30 car replacements. These automobiles are to 
replace cars over 6 years old and which have been driven more that 
60,000 miles. Actually we have 55 cars eligible for replacement, and 
it is most important that we have this equipment. It is neither safe 
nor sensible for agents to try to follow suspects effectively when the 
suspects drive at excessive speeds in new and high-powered cars while 
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agents struggle to keep pace in a 6-year-old vehicle, as was the case 
with Landis and his accomplices. 


WHITE HOUSE POLICE 


Requested appropriation for the White House Police is $800,000, 
an increase of $26,000. This represents mainly the projected salaries 
of the 18 White House Police officers allowed in 1955 for 9 months. 

As you are aware, the White House Police protect the Executive 
Mansion and grounds and work in close cooperation with the Secret 
Service agents assigned to the White House for the protection of the 
First Family. 

The White House Police will have 156 officers, and with them we 
can permanently cover all posts we consider essential for effective 
protection of the White House and its grounds. 

For the fiscal year 1954 the White House Police screened 838,925 
public visitors to the White House, a daily average of 3,329 for 252 
days. They interviewed and turned over to the Secret Service 118 
mentally deranged persons. 

They screened 5,421 persons who attended the President’s press 
conferences, 35,039 who attended social functions and 5,491 received 
by the President. 

The White House Police Force is unique among police organizations. 
Its members must be schooled in first aid, in fire fighting, in the 
handling of crowds, and especially in tact, courtesy, and diplomacy. 
They must also be proficient in the use of firearms—and we are 
proud of the fact that the White House Police pistol team ranks with 
the finest pistol shots in the world. 


GUARD FORCE 


The appropriation requested for the Treasury Guard Force is 
$268,000, the same amount requested for 1955. 

This will provide for 71 employees, with related expenses, for the 
protection of the main Treasury Building and Treasury Annex, com- 
prising a total operating space of 1,105,086 square feet. There are 
15 Treasury organizations in these buildings, employing a total of 
2,070 people. Within the main Treasury Building there are money 
vaults, cash and coin rooms, storing billions of dollars in securities, 
and it is the responsibility of the guard force to protect and safeguard 
these valuables, as well as to prevent theft or burglary, and also to 
provide informational and personal assistance to the general public 
having business at the Treasury Department. The guards are charged 
with enforcement of Treasury fire and safety regulations and protec- 
tion of physical property of the Treasury against theft, destruction, 
and vandalism. The Treasury Guard Force actively participates in 
the Treasury Department civil defense program, performing many 
functions implementing the program. 

While the starting salary for guards is but $2,950 per annum, we 
have an outstanding group of conscientious men in this unit. A 
stringent program for the selection and training of candidates for 
positions in the guard force has been developed, and many receive 
continuous training in protective techniques and in the use of various 
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types of firearms, including revolvers, automatic shotguns, and tear- 
gas guns, and training in fire-fighting and first aid. 

The above remarks will serve to provide a general picture of the 
requirements of the Secret Service. I shall be pleased to amplify 
and explain further any phase of our work in which you may be inter- 
ested and in such detail as vou may desire. Thank you. 

Mr. Gary. Thank you, Chief. That is a very excellent statement, 
It shows an exceptionally good record for your Department during 
the past vear. 

Mr. BavucumMan. Thank you, Mr. Chairman. 


VOLUNTARY UNCOMPENSATED OVERTIME 


Mr. Gary. I am particularly interested in the fact that the volun- 
tary uncompensated overtime amounted to 67,000 hours worked by 
your agents which, if evaluated on the prevailing basis of pay, repre- 
sents a saving of $175,000 in salaries. 

I do not think, however, that we in the Congress should insist on a 
man making such a sacrifice as that. I realize that in the public 
service, particularly in the Secret Service, if you are trailing a man it 
is not possible always to work hours, but it seems to me that is a large 
amount of overtime to expect of your force. The country is indebted 
to these men for their devotion to duty which caused them to serve in 
that manner. 


SALARIES AND EXPENSES, UNITED STATES SECRET SERVICE 


Amounts available for obligation 


(Balances for June 30, 1954, are as certified under sec. 1311, Public Law 663) 


1954 actual | 1955estimate |) 1956 es 


Appropriation or estimate $2, 500, 000 $2, 438, 000 $2, 960, 000 
Transferred from 
‘Salaries and expenses, Guard Force United States Secret 
Service,’’ pursuant to Public Law 357 85, 000 
Adjusted appropriation or estimate _- 2, 585, 000 2, 438, 000 2, 960, 00 
Unobligated balance transferred from ‘‘Acquisition, construc- 
tion, and improvements, Coast Guard,’’ pursuant to Public 
Law 663__- mint 200, 000 
Reimbursements from non- Federal sources 6, 356 2, 000 6, 000 
Reimbursements from other accounts : 5, 142 5, 000 5, 000 
Totaf available for obligation 2, 596, 498 2, 645, 000 2, 971, 000 
Unobligated balance, estimated savings > —62, 300 


Obligations incurred r 2, 534, 198 2, 971, 000 


Note.— Reimbursements from non-Federal sources above are from proceeds of sale of personal property 
(40 U.S. C. 481 (e)). 
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tear- Obligations by activities 


1954 actual | 1955 estimate 1956 estimate 


f the 
plify 
nter- 


Description 


Direct Obligations 


ropriated funds: 
|. Suppressing counterfeiting and investigating check and 
bond forgeries $2, 
General administrative services 
Executive direction 


nent, 
1ring 


350, 898 $2, 461, 600 $2, 783, 600 
122, 341 126, 126, 173 
49, 461 & 50, 227 


Total direct obligations 2, 522, 700 000 


Obligations Payable Out of Reimbursements 


Reimbursements from non-Federal sources: 
|. Suppressing counterfeiting and investigating check and 
bond forgeries 6, 356 
bursements from other accounts: 
i. Suppressing counterfeiting and investigating check and 


2, 0OO 
ylun- 


d by 
‘pre- 


bond forgeries 


Obligations incurred _- 
OD a 


ublic 
an it 
arge 
bted Object classification 


ye in 


otal number of permanent positions 
\verage number of employees 
Number of employees at end of year 


\verage salary and grades: 
General schedule grades: 
Average salary 
Average grade : 


Direct Obligations 


Personal services: 
Permanent positions 


Regular pay in excess of 52-week base 


Payment above basic rates 
10, ODL 
Total personal services 
rravel . 
lransportation of things_- 
Communication services 
Printing and reproduction 
Other contractual services 
Supplies and materials 
Equipment. 
Refunds, awards, and indemnities 
Taxes and assessments 
Unvouchered - 


otal direct obligations . 


Total obligations payable out of reimbursements 


Obligations Payable Out of Reimbursements 


Keitmbursements from non-Federal sources: 


09 Equipment 
Keimbursements from other accounts: 
7 Other contractual services. -.- 
0 Equipment 


Total obligations payable out of reimbursements. 


Obligations incurred 


5, 142 


11, 498 


2, 534, 198 


Obligations by objects 


1954 actual 


387 


378 
360 


$5, 414 


$2, 061, 640 
7, 911 

54, 816 

2, 124, 367 
194, 301 

14, 444 

40, 233 

8, 665 

48, 275 

56, 977 
23, 536 
116 

3, 357 


8, 429 


2, 522, 700 


5, 000 


7, 000 


2, 645, 000 


1955 estimate 


$2, 142, 530 
8, 340 
20, 430 


2, 171, 300 
22ty, 100 
15, 400 
44, 800 
Y, OOO 
51, 950 
60, 750 
29, 500 
200 

4, 000 
25, 000 


2, 638, 000 


2, 000 


5, 000 


7. 000 


2, 645, 000 


», VOD 
, 000 


O00 


1956 estimat 


i, S74 
340 
, 036 


, 250 
200 
650 
, 800 
Y, OOO 
2, 400 
000 
39, 500 
200 

. 000 

, 000 


OO 
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Analysis of expenditures 


(Balances for June 30, 1954, are as certified under sec. 1311, Public Law 663) 


| 1954 actual | 1955 estimate | 1956 estimat, 


Obligated balances brought forward _ $217, 250 $138, 540 $122, Ou 
Obligations incurred during the year-- ed , me 2, 534, 198 2, 645, 000 2, 971, 





2, 751, 448 2, 783, 540 3, 093, On 
Reimbursements | —11, 498 —7, 000 —11, 0 
Obligated balance carried to ce rtified claims account. —4, 832 gumitachn Si 
Obligated balance carried forward. - -- sonal a —138, 540 —122, 000 —153, 0 


Total expenditures_-_-__-._-_- See eee ores 2, 596, 578 2, 654, 540 2, 929, OK 


Expenditures are distributed as follows: 


Out of current authorizations_. : = 2, 386, 639 2, 521, 000 2, 809. (nn 
Out of prior authorizations___- ae Selatan 209, 939 133, 540 120, (0 








BUDGET JUSTIFICATION DATA 


. Gary. At this point we will put into the record pages 226, 227, 
ae 235, and 236 of the justifications. 
(The matter referred to is as follows: ) 


Analysis of apprapriation base for fiscal year 1956 


Regular appropriation, 1955 act_- tiutiouc. "Saya ae 
Supplemental appropriation for 1955 (transferred from “ Acquisitions, 
construction, and improvements, U. S$. Coast Guard”’ pursuant to 
Public Law 663) - pede = : oa 200, 000 
Total appropriation, 1955____- si 2, 638, 000 
Reductions: 
1. Suppressing eounterfeiting and investigating check and 
bond forgeries _ _ - 
Additions: 
1. Suppressing counterfeiting and investigating check and 
bond forgeries _ - : ca. OB, OBS 


Adjustment in base (net) -_- ; 5 Leary +63, 095 
Appropriation base for 1956_ - 2, 701, 095 
Increase over appropriation base for 1956 ; , 258, 905 


Appropriation estimate for 1956 = ae , 960, 000 
Increase or decrease from total appropriation, 195! 322, 000 


Comparison of appropriation base with appropriation estimate for 1956 


Appropriation base Appropriation esti- | . 
; : ase crease 
for 1956 mate for 1956 | Increase or decr 


Activity — a kis oe 


= | . | | , 
Average Average Average 
Average Amount | Average Amount | Average 


ae ! a / sas Amount 
positions | positions | positions 


1. Suppressing counterfeiting and 
investigating check and bond | | 
forgeries 378 | 2, 524, 695 | | , 783, 600 
2. General administrative services 28 126, 173 , 126,173 | 
3. Executive direction - --- - 6 50, 227 | ) 50, 227 


Total ___ ..| 412 | 2,701,095 20 | 2,960, 000 8 | +258, 905 
Adjustment.in base (net) - aaa —19 —63, 905 Dae ee oe oe ¢ +63, 09 


a —— 


Total appropriation for 1955, | 
and appropriation estimate 
for 1066... ...... cee htedall 393 | 2,638,000 | 420 | 2,960,000 +322, 01K 








*stimat, 


$122, 00 


8, 000 


0, 000 


8 000 


3, 095 


1, 095 
8, 905 


), 000 
2, 000 


P58, GOA 
63, 095 


22, (0 


51 
GENERAL STATEMENT 


The funds requested under this appropriation are for the administrative costs 
in connection with the operation of the United States Secret Service and the carry- 
ing out of the basic functions with which the Service is charged, including the pro- 
tection of the President of the United States, the members of his immediate 
family, the Vice President, at his request, and the person chosen to be President 
of the United States, at all times and under all conditions; the detection and arrest 
of persons engaged in counterfeiting, forging, or altering of any of the obligations 
or other securities as well as coins, of the United States and foreign governments; 
and investigations of personnel; tort claims, and other noncriminal cases as 
directed by the Secretary of the Treasury (title 18, U. 8. C., see. 3056). 


EXPLANATION OF LANGUAGE CHANGES 


A change in the appropriation language is necessary to permit the purchase of 
30 passenger motor vehicles for replacement only. 


Analysis of appropriation base 


Net change in base 


Adjustments in base increase (+), de- 
crease (—) 


| 
Appropriation alloca- 
tion for 1955 


Activity 





| _ ! i—F . _—e! 

1 | t i 
| Average | Reduc- sa Average | 
| : f ms | : } 

| positions | Amount | tions Addition } positions | 

| | 


| 


Amount 





Suppressing counterfeiting and | 
investigating check and bond 
forgeries... -_--- 2 359 
| 
| 


$2, 461,600 | $26, 000 | $89, 095 


| 

7 

| +19 | +$63, 095 
2. Gener: iladministrative serv ices__- 28 | 126, 173 hi o hs 
}. Executive direction --.-.----- 


| 
| 


6 50, 227 |_- 





Total 393 | 2,638,000 | 26, 000 : 89, 095 | 4:19 44 +63, 095 


Number of arrests and cases disposed of, fiscal years 1953 and 1954 


Percentage 
increase or 
decrease (—) 


Increase or 
decrease (—) 


Arrests for— 
Counterfeiting 
Forged Government checks 
Violated Gold Reserve Act 
Stolen or forged bonds 
Protective research 
i eo kvunnweeewubade | 
edad 


Qo 


2 


SS SS ° 
faconmwnos 


Total 


Cases disposed of: 

Convictions in connection with— 
Counterfeiting 
Forged Government checks. ----------- | 
Violations Gold Reserve Act 14 
Stolen or forged bonds__..........--- 4 85 
Protective research 97 
i... Re eee ERRSS: 2 
PRU Sole ee ee ka 50 


n= 


= | 
Se | 
Sx Nw 


=~! 
te 


; 2, 409 
Acquittals__- 42 
Dismissed, not indicted, or died before 


| 
aS | 
Qo < | 


188 


2, 639 


_ 
~ 


& 
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Statement showing disposition of criminal cases for the fiscal years 1953 and 195 
and the number of cases still pending as of June 30 


' Dismissed 
Not before 
indictment | 


ae , ‘ : oe Indictment Died before; ...., 
Fiscal year Convicted | Acquitted Ginmianod indicted Total 


trial 


107 | 2, ¢ 


Be! 


132 3174 


1953 | 1954 


Disposition, ratio: Cases awaiting action of the 
Convicted ‘ i courts as of June 30: 
Acquitted } sd Counterfeit notes 
Indictment dismissed | ) 7 Counterfeit coins 
Not indicted 7 Altered obligations 
Miscellaneous 4.3 4 Other counterfeiting 

- Cheek forgeries 
Total. q Bond forgeries 
All other 

Cases that went to trial, ratio 
Convicted a : 6 Total. 
Acquitted 


Total__ 


Comparative statement of caseload statistics 


Fiscal year | Fiscal year 
1953—July | 1954—July 
1, 1952, to 1, 1953, to 
June 39, June 30, 
1953 1954 


5months—| 5months—| 
Percent July l to July 1 to | Percent 
change Nov. 39, Nov. 30, chan 
1953 1954 


Counterfeit cases: 
Cases to be investigated. - _- , , 4s 8.3 |? 710 | 
Closed . : i g. 466 
Pending _- same 3. 3 244 | 
Protective research cases 
Cases to be investigated - - - - , 74 a } , 308 
Closed_. : ; 39. ; ; , 030 
Pending _- ) 46. § 278 
Check forgery cases: | | 
Cases to be investigated _ _ _- 35, 976 . , 26, 888 
Closed ; 28, &: ; . 053 
Pending_ - ; 9, 2, 139 +-34. $ , 835 
Bond forgery cases: | | 
Cases to be investigated _ ), 5, 60! LS, fk , 989 
Closed ; 3, 543 21.8 1, , 935 
Pending - : . 2, 06: +31. ¢ 3, 054 | 
Other criminal cases | 
Cases to be investigate 528 +1. 55 219 | 
Closed +5, ! 21: 106 
Pending : 113 | 
Noncriminal cases 
Cases to be investigated _ _ _- p f .6 ; 442 
Closed 3 , 347 
Pending. §.$ 95 | 
Personnel applicants | 
Cases to be investigate 2, 152 | ; .§ : 769 
Closed 2, : 28. 604 
Pending _- : a 165 
Total cases 
Cases to be investigate y 52, +7. § 35, 325 
Closed 37, 37, 41: é ; , 541 
Pending ; ), 223 a 2, , 734 


Arrests: 
Check forgeries > 2, 609 us , 060 
Bond forgeries s4 : 37 36 
Counterfeiting 210 1-8, 92 | 67 
Miscellaneous 2 209 f : 71 


Total 2, 3, 112 va , 234 

New counterfeit notes f 63 ; 2 41 

Counterfeit notes passed . 8, 945 . , , 999 
Counterfeit notes not in circula- 

tion . 19, 806 a ae , 136 
Value of counterfeit notes and 

coins seized s i $294, 12% $355, 299 ' 2 937 
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\lr. Gary. I notice, referring to page 226 of the justifications, 
that vou are requesting $322,000 more for next year than was appro- 
priated for the present fiscal year. 

‘The reasons for that increase are very fully set forth in your opening 
statement so I will not go into that at the present time. 


REPLACEMENT OF AUTOMOBILES 


| notice that you are asking us to provide funds for 30 automobiles 
to replace a similar number meeting replacement qualifications. Are 
you buying any new automobiles that are not for replacement? 
' Mr. Baucuman. No, sir, these are strictly replacements. In other 
words, we will not enlarge our fleet. 

Mr. Gary. How are you going to take care of your increased 
personnel? 

Mr. BaueuMAN. Well, for the current fiscal year funds were granted 
to purchase 10 additional cars for 39 new agents, and we believe that 
we can get by with the 10 cars. 


BUDGET FOR ADDITIONAL AGENTS 


Mr. Gary. You are not asking, as I understand it, for any additional 
agents at this time. All you are asking for is the money to put the 
agents that you have on a full-time basis; is that correct? 

Mr. BaueuMan. Not entirely. We are asking for funds to put the 
agents and clerks provided in the 1955 supplemental appropriation 
on a 12-month basis, and also we are asking for funds here for 8 
additional agents for next year. 

Mr. Gary. What are they for? 

Mr. Baueuman. They would be assigned mainly to investigate 
check forgeries where there are great increases. 

Mr. Gary. They are in addition to those that you have at the 
present time? 

Mr. BaucuMaAN. That is correct. Off the record. 

(Discussion off the record.) 

Mr. BaugumMan. While we are asking for 8 additional agents for 
next year it is a question if we can hire that many because we have to 
absorb within-grade promotions, and that would take a goodly share 
of the amount if funds are provided for 8 agents. 

Mr. Gary. You have not taken care of that elsewhere in your 
request? 

Mr. BauaHMAN. No, sir. 


BACKLOG OF WORK INCREASING 


Mr. Gary. Apparently, instead of reducing your backlog, you 
increased it during the last year. 

Mr. BauGHMAN. Yes; it has increased considerably. 

\ir. Gary. And is increasing rapidly during the present year? 

Mr. BAvugumMan. Yes. As of December 31 it was at our all-time 
high. I do not know what the figures were for January, but I feel 
that with the additional agents provided for the current year now 
going on the rolls, once they gain experience and familiarity with our 
work, we can decrease this backlog, or at least hold even. These men 
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we have hired, as you understand, are at present new and inexperi- 
enced, and it takes time for them to learn the work and start producing 
and ¢ losing cases. 


VARIATION IN SENTENCES FOR FORGERY IN FEDERAL COURTS 


Mr. Gary. You cited a contrast in the sentences given to forgers, 
one being sentenced for 24 years for the forgery of 50 checks, and in 
another section of the country a forger of approximately 100 checks 
was sentenced to a fine of $100. Was that due to the law in those 
States, or to the judge or jury? 

Mr. BauGuman. No. Those sentences were both in Federal] 
courts. You would have to attribute that to the judge. I have 
testified in court myself many years, and I know the problems of the 
judges and their responsibilities and I don’t mean necessarily to 
question their prerogative. Incidentally, this man who had forged over 
100 checks had a prior criminal record, yet he practically walked out 
into the street after receiving a $100 fine. 

I thought these sentences would be of interest to the committee, to 
show the differences in sentences in some parts of the country. While 
I believe that there are extenuating circumstances in a number of 
cases and that perhaps probation is considered warranted in some 
cases, nevertheless in these forged-check cases if some of the sentences 
were a little stiffer I am sure it would decrease this type of crime. 


INCREASING THE SEVERITY OF SENTENCES 


Mr. Gary. On several occasions we have discussed the question of 
the penalties provided by law for those cases, and there has been some 
suggestion to increase the sentences, particularly in counterfeit cases. 
I remember you said at one time if they sent these men to the peniten- 
tiary for a year or more they improved their art while they were in 
prison by practicing so that they make better counterfeit money after 
they come out. Has anything been done in that respect? 

Mr. BauGuMan. We made a survey, and the percentage of the 
repeaters both in counterfeiters and in check forgers was surprisingly 
small. I am not certain now as to the figures, but as I recall in check 
forgers there was only about 2 or 3 percent of third-time offenders. 

Mr. Gary. The suggestion was that we increase the penalties for 
second or third offenders. You say that the number of repeaters is 
relatively small? 

Mr. BauGcuHMaAN. Yes, it is. 


LANDIS CASE IN THE BUREAU OF ENGRAVING AND PRINTING 


Mr. Gary. You referred to the Landis case in the Bureau of En- 
graving and Printing. In addition to recovering 83 percent of the 
stolen money, it is my understanding that the Secret Service made a 
survey, and has made certain recommendations as to improving 
security. Can you tell us something about that? 
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SURVEY OF SECURITY MEASURES IN BUREAU OF ENGRAVING AND 
PRINTING 


Mr. BavauMan. We did make a survey after this theft and sub- 
mitted a report of over 300 pages, making certain recommendations. 
In fact, there was a total of 165 recommendations made, and I under- 
stand that the Bureau of Engraving and Printing has adopted, and has 
placed in effect 76 of these recommendations. 

They have adopted and are in the process of the completion of 31, 
and the Bureau of Engraving Management Committee expects to 
adopt an additional 46. Six of the recommendations are being held 
in abeyance pending reports from the methods engineering survey, 
and 1 recommendation pertaining to the Bureau of Public Debt, 
which is located in the Bureau of Engraving Annex, was adopted, and 
5 have been disapproved. 

The five which have been disapproved are not vitally important. 
For instance, we recommended that in a certain bindery section that 
the wire-mesh screen be extended from about 8 feet in height to the 
ceiling. This would create a little more security, but it is not too 
important. With respect to some recommendations we agree with 
the Bureau of Engraving because they have now changed some of 
their operations from one room to another where there is more security. 

Mr. Gary. How much will those additional measures cost? 

Mr. Baveuman. I do not know. I understand the Bureau of En- 
graving officials have estimates. When we made this survey I asked 
our inspectors and agents who did the work, to keep economy in mind, 
and they have informed me, and I am sure ‘that they are correct, that 
they have not gone to extremes in making recommendations. We 
could have suggested bars all around the Saidinn outposts‘and every- 
thing else. 

Mr. Gary. It is possible, at times, to adopt security measures 
which would cost more than the probable risk, is it not? 

Mr. BaueuMan. Oh, yes; you can go to extremes, there is no ques- 
tion about it. For instance, we are very familiar with certain new 
electronic devices, and we considered them, but after discussing them 
we agreed their cost would be prohibitive. We do have to take a 
calculated risk, but when all of these recommendations are put into 
effect and faithfully followed I think they will be helpful. 


SURVEY OF PROTECTIVE MEASURES FOR CONGRESS 


Mr. Gary. Were you requested to make a survey of the security 
of the Congress after the Puerto Rican shooting? 

Mr. BaucuMan. No, sir. 

Mr. Gary. You never have made any survey on that score? 

Mr. Baveuman. No, sir. We do make a survey at the Capitol 
when the President attends. 

Mr. Gary. But not with respect to the safety of the Congress, 
only insofar as it involves the security of the President? 

Mr. Bavcuman. That is right; yes, sir. 

Mr. Canrie.p. Chief Baughman, I, too, desire to compliment 
you on your presentation today. I think it is one of the best I 
have ever heard. 

Mr$Baucuman. Thank you, Mr. Canfield. 


58681—55-——_17 
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Mr. Canrtevp. Like the chairman I, too, hope that with some 
increased manpower you will be able to cut down the apparently 
extreme amount of overtime being put in by your agents because of 
your heavy caseload. 

I am glad to hear that the Bureau of Engraving and Printing js 
going ahead and putting into effect the majority of ‘the recomme nda- 
tions you have made, after an intensive survey, for the better protec- 
tion of their plant. 


SUPERVISION OF GUARD FORCE AT BUREAU OF ENGRAVING AND PRINTING 


Now, let me ask you, Do you have any agents of the Secret Service 
attached to the Bureau of Engraving and Printing at this time? 

Mr. Baveuman. No, sir. 

Mr. Canrietp. You did in yesteryear? 

Mr. Baveuman. We did when we had charge of the guard force 
there. We had two agents assigned to make investigations there, 
and also to supervise the guard force. Now if there is anything that 
requires investigation the Bureau calls our local field office and an 
agent or agents make any required investigation. 

Mr. Canrretp. Chief, who has charge of the guard force at the 
Bureau of Engraving and Printing? 

Mr. BauGHMAN. An inspector employed by the Bureau of Engrav- 
ing and Printing now has immediate control of the guard force, but at 
our suggestion it eventually will be placed under an official—I ‘believe 
they will call the security control officer. That is in their present 
plans. 

Mr. CanFievp. He is an appointee of whom? 

Mr. BauGcuMan. He is an employee there. He will be appointed 
undoubtedly by the Director. 

Mr. CanFie.p. By the Director of the Bureau? You say he will be 
appointed or that he has been appointed? 

Mr. BaucuMan. They have a security officer now. I do not know 
if he will get the position or if they will consider someone else. 

Mr. Gary. May we go off the record for a moment? 

Mr. CANFIELD. Yes. 

(Discussion off the record.) 

Mr. Gary. Proceed, Mr. Canfield. 


VARIATION IN SENTENCES FOR FORGERY 


Mr. Canrie.p. Chief, the chairman asked a question about the 
part of your testimony in which you told us that one forger was 
sentenced to 24 years imprisonment for forging 50 checks, while in 
another section of the country a forger of approximately 100 checks 
was sentenced, or fined $100, and his codefendant received the same 
sentence. Do you have any objection to telling us just where that 
was? 

Mr. BaucuMan. The forger who was fined $100 was in New York, 
and the man that received 24 years was in Tallahassee, Fla. 

Mr. CanFrevp. It is understandable, in view of testimony like that, 
why these fellows continue in this nefarious business. 

Mr. Gary. Off the record. 

(Discussion off the record.) 
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Mr. BauGuMAN. This man in New York has been a thorn in our 
side for some time, and we were of the opinion that, if he received 
proper punishment, he would stop his activities. It is like another 
case 1 believe I mentioned to you in which a man had stolen several 
checks and got a day in jail; and the judge said, ‘Sending him to jail 
will not do any good, because be had quite a lengthy record and 
already has spent so much time in jail.’”’ That fellow 10 days later 
was out stealing and forging checks again. Finally we caught up 
with him in Poughkeepsie, N. Y., and he received a jail sentence there. 


FORGERS’ METHODS OF OBTAINING GOVERNMENT CHECKS 


Mr. Canrretp. Chief, before you can forge Government checks, 
you have to get your hands on those checks and, presumably, most 
of them are stolen. What are the usual mechanics for picking up those 
checks? 

Mr. BaucuMan. By the forgers? 

Mr. CANFIELD. Yes, by the forgers. 

Mr. BAuGHMAN. They usually get them out of mailboxes and 
hallways. 

Mr. CANFIELD. Are they doing that extensively? 

Mr. BAUGHMAN. Yes, sir, that is the way the professional thieves 
and forgers operate. They do not necessarily follow the mailman. In 
some cases they do, but in other cases they will just go to an apart- 
ment house under some pretext, looking for an apartment, and make 
inquiry of some other person, and then they rifle the mailbox. 

Mr. Canrievp. I suppose they know when certain Government 
checks are being mailed and received? 

Mr. BAuGHMAN. Yes, they normally do. 

Mr. Canrretp. I assume that you do what you can to publicize the 
danger of being careless about the checks and that you do have the 
cooperation of the postal authorities to a large extent? 

Mr. BaueuMan. Oh, yes, the very best, and we try to alert the 


_ merchants to take more care in cashing Government checks, par- 


ticularly for strangers. 
Mr. CANFIELD. Mr. Gary, do you want me to yield to you now? 
Mr. Gary. Yes. In this case that you recited a few moments ago 


) with reference to the man who cashed the two $10,000 checks, how 


could he have gotten hold of those checks if he did not have somebody 


» in the Department working with him? 


Mr. Bauauman. Actually, what happened, Mr. Chairman, the 


» rightful claimant had submitted the necessary form for payment fol- 


lowing the death of his son. 

Mr. Gary. How did he know that? He was not in the Bureau at 
that time? 

Mr. BaucuMan. He went into the Veterans’ Administration office 
about 5 or 5:30, after closing time, went to a particular desk and took 
out this application form which had already been approved by some 
oflicer for payment. Then he secured another blank form, filled it out 


; practically the same as the original one except using another address, 
> ind forged the approving officer’s signature or initials and put it 
» back in the desk. In a short time the check was mailed to the ad- 
) dress he gave in Washington and of course he was there to receive it 
under the name of the rightful claimant. 
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Mr. Gary. I knew it had to be done by someone in the Bureay, 
You said he was not in the Bureau, but he went in there as an out. 
sider; he had worked there previously and knew where to go. That 
explains it. 


COUNTERFEITING OF UNITED STATES CURRENCY 


Mr. CanFie._p. With reference to counterfeiting today, are most of 
the counterfeited bills produced in this country? 

Mr. Baucuman. Yes; $99,000 were of foreign make, either in 
Europe or the Far East. 

Mr. CanFIE.pD. In former testimony you used to stress the counter. 
feiting in China. You do not get so much of that now? 

Mr. Baueuman. No. Three or four years ago we recovered over 
$600,000 in $50 and $100 bills which could hardly be detected as 
counterfeit by the naked eye. Those of foreign origin now coming in 
are not so good. Anyone familiar with our currency should be able 
to detect them. 

Mr. Canrietp. What is the favorite—if that word can be used— 
denomination counterfeiters use? 

Mr. BaucuMan. $10 and $20 bills. They run about on a par. 


ADEQUACY OF BUDGET FOR PROTECTION OF PRESIDENT 


Mr. Canrretp. I know you understand quite well how this sub- 
committee feels regarding Presidential protection. Are you, in these 
requests, asking for what you believe to be adequate funds for this 
purpose? 

Mr. Bauauman. Yes, I am. Incidentally, when you granted us 
the supplemental funds for 1955 we immediately put additional men 
on the White House detail, strengthened it, and I feel we have sufli- 
cient men there. Off the record. 

(Discussion off the record.) 


PROTECTION OF VICE PRESIDENT 


Mr. Canrie_p. And one of your responsibilities also is the protec- 
tion of the Vice President? 

Mr. BauGHMAN., Yes, sir. 

Mr. CanrFietp. At his request? 

Mr. BaucuMan. Yes. 


EXPENSES OF AGENTS ON PRESIDENTIAL DUTY 


Mr. CanrieLp. You recall our conversations last year regarding the 
expenses of the Secret Service men who often have to go far with the 
President. 

Mr. BaucuMan. Yes. 

Mr. Canrrexp. Has anything been done to alleviate that situation’ 

Mr. Baucuman. No. Our agents estimate their expenses average 
about $12 per day when they travel. Of course they receive but $%. 
Last year Congress did pass a bill raising the per diem rate for all 
Government employees from $9 to $12. Originally it was a separate 
bill and then it was made a part of the pay-increase bill which was 
vetoed. We have not pursued the matter further because I under- 
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stand a new bill increasing the per diem rate is now under consideration 
by the Congress. 

‘Mr. CanFietp. The present pay bill, I believe, has the same 
provision therein, the $12 per day allowance; is that not true? 

Mr. BauGuMaNn. I believe so, Mr. Canfield. 

Mr. CanFIELD. That is the fact, I understand. 

Mr. Steminski. Chief, on behalf of my district I want to thank 
you for the courtesy you and the Secret Service have extended to 
people from my district who have visited the White House. Your 
courtesy has been most wonderfully appreciated back home. 

Mr. BavauMan,. Thank you, Mr. Sieminski. 


HISTORY OF PRESIDENTIAL PROTECTION 


Mr. Sreminskit. What happened to our Presidents before 1865, 
before the start of the Secret Service? Was their protection covered 
under a different department? 

Mr. BaueuMman. The Secret Service was organized in 1865, mainly 


' to combat counterfeiting. It was not until 1901, after the death of 


President McKinley, that we were designated to protect the Presidents. 

As I understand it, during President Lincoln’s time he had a police- 
man, or perhaps someone from the Army, to assist in his protection; 
but it was not an organized unit. One day he might have protection 
and another he would not. 


COUNTERFEITING OF MILITARY CURRENCY ABROAD 


Mr. Sreminsxi. Who would have jurisdiction over the counter- 


| feiting of military currency abroad? 


Mr. BaucuMAN. The military itself has that jurisdiction. Our 
jurisdiction is limited to any Government obligation. Military scrip 
is not classed as a Government obligation. 

Mr. S1emrnski. The country occupied is the one that meets the 
obligation; is that right? 

Mr. BauGHMAN. As I understand, it is a matter that has been con- 


| trolled by the military themselves. 


Mr. Steminski. Of course if you had an idea that anything was 


; wrong at the Bureau of Engraving and Printing here, you would go 
; to the Bureau and flash your badge and investigate? 


Mr. BAUGHMAN. Yes. 
Mr. Stemipski. But if there was conterfeiting of military certifi- 


; cates abroad, you would not have that jurisdiction? 


Mr. Bauauman. No. 

Mr. Sremrnsxi. Even though we are told by the Internal Security 
Committee of the Senate that over $200 million was lost by Uncle Sam 
through the money plates obtained by the Russians? You are saying 
the Secret Service would not have any jurisdiction in a situation of 
that kind in case of a future war? 

Mr. BaveuMan. We have no authority or jurisdiction in a foreign 
country. We have jurisdiction to investigate the counterfeiting of 
Government obligations, but nothing in our statute gives us authority 


| to investigate the counterfeiting of military scrip. If we could help 


here at home in any way, we would. We have seen this counterfeited 


» military scrip, but we have no authority and could do nothing about 
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it abroad, although if we were asked perhaps we could assist 4s 
consultants. 

Mr. Sreminsxki. Suppose you discovered in a foreign country our 
own bills were being counte rfeited and it was verified and reported to 
you by proper sources, would you have jurisdiction to go investigate 
that? 

Mr. Baucuman. We would have to get the permission of that coun- 
try itself. We could not go there and make any investigation or any 
arrests. I will say that the authorities both in the Far East and jn 
Europe have been most cooperative. For instance, in 1947 we did 
send two agents to France and, with the cooperation of the local police 
and the French Sureté they seized over $2 million in counterfeited 
United States currency and made arrests. 

Last October I attended a conference in Rome conducted by the 
International Criminal Police Commission. This organization is 
interested not only in all international crimes but also in international 
counterfeiting and its suppression. If there is any counterfeiting of 
our money abroad we ask their cooperation. 

Mr. Steminskr. You will forgive me, gentlemen and Chief, but | 
am very much interested in the preventive approach to problems, and 
I want to be sure that I understand the line of responsibility so that 
in the future there will be no accusation made against the Treasury 
Department for something that is within the “jurisdiction of the 
military. I want to avoid improper accusations against a department 
for something that might have happened in war or thereafter. 

Here the Treasury is blamed for a situation, and according to your 
testimony today, the Pentagon should answer for the occurrence of 
this money plate deal that took place in Berlin. What I want to get 
clear is the line of responsibility. The Treasury and this committee, 
inferentially, are on the spot for what hs appened in Berlin. I would 
like to feel you could act in such a situation. You tell us you cannot 
and that you need legislation for authority to go abroad. 

Mr. BavucuMan. Will you clarify what you meant, Mr. Sieminski, 
when you mentioned the Berlin case? 

Mr. Sreminskt. The Internal Security Committee of the Senate, 
in connection with the Dexter White case, said there was collusion 
that allowed the Russians to have duplicate money plates. According 
to the report of that committee it cost Uncle Sam over $200 million. 
The Treasury was blamed. Mr. Dexter White was accused. I am 
not interested in the gentleman or in the blame. I am interested in 
the future. I want to know where your jurisdiction in such a case 
would come in. You have told us you would have none. Therefore 
I assume the jurisdiction is in the military. 

Mr. Baveuman. All I know about this so-called counterfeiting by 
the Russians is second hand; and I was not Chief then, but it is my 
understanding the Secret Service was never called on at the time 
nor knew that any plates or negatives were given the Russians for 
printing of military scrip, and further, if counterfeited we would have 
no jurisdiction. 

Mr. Sreminski. That is a very helpful answer to me. 

Mr. Gary. Mr. Sieminski, you made some reference to this com- 
mittee. This committee would certainly have no responsibility 10 
a matter of that kind. Whatever was done was done not with con- 
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cressional sanction but was done by the executive department or the 
military. I do not know who did it. 

Mr. SrpminskI. My spirit is not one of condemnation but of explora- 
tion, to avoid something untoward in the future. I am trying to 
draw a moral from the past for the future guidance of the Depart- 
ment of the Treasury. I have the answer now; I will check with the 
military to see whether they have benefited from the situation. You, 
Chief, are in the clear. As to whether you should be given authority 
to go in that military counterfeit field, | do not know. Why you are 
not allowed to go abroad on such a case is the point I would like 
to pursue. 

That is all. 

Mr. Witson. Mr. Baughman, I feel you and your force are doing 
a cood job. 

While it seems that imposition of more severe sentences by some 
judges might be advisable, I realize that does not come within the 
province of the Secret Service. I think any other questions I might 
have would come under the White House guards. 

Mr. Murray. The people in my district have always admired the 
Secret Service, as I have myself. I would like to ask a few brief 
questions. 

VARIATION IN SENTENCES FOR FORGERY 


On that difference in sentences, was there any other factor that 
the judges took into consideration? The one who was given 20 years, 
was it possible he had a gun and contemplated violence whereas the 
the other one did not? 

Mr. BauguMaAN. It was practically the same type of case. They 
both had prior criminal records. The only difference was that one 


» had forged 100 checks and the other 50 checks. There were no 
} extenuating circumstances in either case. 


Mr. Murray. Have you, in your work, noticed that in some parts 


of the country the judges might be more lenient than in other parts 


of the country? 

Mr. Baucuman. Yes. I made a record of that some time ago to 
try to determine if that was the cause for the increase in crime in 
check forgery cases. In 1 district, for instance, 90 percent of the 
offenders are probated. In another district where the probated 
cases might be 20 percent, the decrease in crime has not been far 


» greater than where 90 percent were placed on probation. Fifty 


percent of our offenders are sentenced to jail. I read weekly reports 
from each of our field officers every Monday and time after time note 
the disposition of cases placed on probation. The judge has his 
prerogative and I know it is a difficult job to pass a jail sentence on 
anyone, nevertheless some of these offenders are being patted on the 
back too much. 

The average forged Government check runs from $50 to $150. 

When a person deliberately forges that check and a merchant 
cashes it, that merchant is going to ‘lose that $50 or $150; and yet in 
a lot of these cases where there is only 1 check inv olved and the 
offender will plead guilty, he is placed on probation. Yet a man 
might go before the same judge for passing a counterfeit note where 
the merchant loses $10 or $20, and he will get several years. 
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STUDY OF PENOLOGY 


Mr. Murray. Has anyone in the Federal Government been making 
a study of penology? 

Mr. Baueuman. Not that I know of. 

Mr. Murray. I understand there has not been a study of penology 
in this country for some time and that there is no real expert on the 
subject in the Government. I wondered whether some study of that 
subject should not be made at this time. 


CASELOAD PER AGENT 


On this caseload, which I think is tremendously high, you estimate 
that 15 cases is a pretty high caseload for an investigator. It seems 
to me that with a caseload of 100 cases per man you will not get effec- 
tive law enforcement. 

Mr. BaueuMan. That is true. 

Mr. Murray. I wondered whether in the last year you have had 
to close cases administratively that were not thoroughly investigated? 

Mr. BaueuMan. Not in the last year, but previously we did. We 
closed some old cases where we had made fairly good investigations 
and were satisfied we would not get results. For example, a check 
case over a year old in which the second endorser does not recall for 
whom he cashed the check. 

Mr. Murray. You have a certain procedure before you open a 
case; that is, you receive a complaint of some kind? 

Mr. BAuGHMAN. Yes. 

Mr. Murray. Have you had to change that procedure because of 
your heavy caseload? 

Mr. Bavueuman. No. We are in a unique position in our work. 
When we get a check case for investigation it is a claim against the 
Government, and we have to make reports to other officials on the 
check cases referred to us. It is not the type of case that we can 
come around to investigate several months later when we have any 
spare time. We have to investigate each and every one of these 
complaints. 

Mr. Murray. There are some situations, just to be able to keep 
your agency going where your caseload is heavy, it is conceivable, 
you might have to start skimming the surface, so to speak, which 
results in an inefficient investigation, at least to my mind. 

Mr. Baveuman. That may be true, but I have insisted that we 
make a thorough investigation of each case. We have a number of 
new agents now, and I do not want them to get careless. Once they 
start making a skimpy investigation on a check case they will make the 
same kind of investigation on a counterfeiting case or some other case. 

Mr. Gary. And the sooner you make the investigation the better 
chance you have of apprehending the culprit? 

Mr. BaucuMan. Yes. 

Mr. Gary. So that a heavy caseload does reduce the efficiency to 
that extent, because you cannot make as quick an investigation. 

Mr. Baueuman. That is true. 
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RELATIONSHIP OF UNEMPLOYMENT TO COUNTERFEITING AND 
FORGERIES 


Mr. Murray. Is it not true that when there is a decrease in our 
employment counterfeiting and forgeries have a tendency to increase? 

Mr. BauGuMAN. That is true more or less, but we made a survey 
several years ago as to the increase and decrease in counterfeiting in 
comparison to the economic situation of the country and it really did 
not reveal anything to us. I feel today crime generally is on the 
increase and there are certain persons who are always out to make a 
dishonest dollar. If someone should print $1 million of counterfeit 
money he could get rid of much of it, because there are always the 
“wrong’’ persons who are going around looking for counterfeit money. 
It is just that we have been fortunate in getting to the makers of 
counterfeits and keeping the circulation at a minimum. 

Mr. Murray. I was thinking more of check forgeries. Where you 
have a decrease in employment do not your check forgeries increase? 

Mr. BauGHMAN. Yes; but at the present time the fact is that the 
Government is issuing millions more checks than in the past. 


COMPARISON OF FEDERAL AND STATE PENALTIES FOR FORGERIES 


Mr. Murray. A forged Government check is also a violation of 
State statutes; is it not? 

Mr. BauauMaAN. We have prosecuted some cases in the State 
courts; yes. 

Mr. Murray. Are the State penalties as severe or lighter than the 
Federal penalties? 

Mr. BaueuMan. I do not recall the penalties in some of the States 


I worked in. It depends on the amount of the check in some of the 
State courts as to whether it is a felony or a misdemeanor. I believe, 
generally speaking, under the Federal laws the person could receive 
a stiffer penalty. The maximum is 10 years’ imprisonment. 


SECURITY MEASURES IN VETERANS’ ADMINISTRATION 


Mr. Murray. The last question I have is on this Veterans’ Admin- 
istration investigation. Subsequent to your investigation, did they 
call on you or do you know if any security measures were taken in 
the Veterans’ Administration, to prevent this type of occurrence from 
happening again? 

Mr. BauaHMAN. Originally they investigated it, and in a short time 
they called us in on the invesgiation, when it was definitely developed 
as a forgery. As to what security measures they have taken, frankly, 
Ido not know. I do recall the agents saying they were tightening up. 
What happened there could have happened in the majority of Govern- 
ment offices. At the closing time and shortly after the employees have 
left anyone could walk in and it would not attract too much attention, 
as the cleaners have not yet come in. If they had this request for 
payment locked in a file rather than having it in a desk this would not 
have happened. 

_ Mr. Murray. Did you ascertain if they had any file control at all 
in the Veterans’ Administration? 

Mr. Baveuman. I do not know. 
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Mr. Murray. If you have a central file control, you have somebody 
giving the files out and keeping a record of who receives them. Do 
you know if they bad a central file control? 

Mr. BaucuMan. I am not familiar with that. 

Mr. Murray. Thank you. That is all. 


RELATIONSHIP BETWEEN NARCOTICS AND FORGERIES OR 
COUNTERFEITING 


Mr. Canrie.p. Chief, Dr. Anslinger, who was before us yesterday, 
told us again, as he has in the past, that narcotics addicts resort io 
crime in order to get funds to make purchases. Do you find a rela- 
tionship between forgeries or counterfeiting and narcotics? 

Mr. BauvcuMan. Yes. It is not the relationship of counterfeiting 
and narcotics so much. If an addict has a connection with counterfeit 
money he will pass it or sell it. But we find a number of these check 
forgers steal and forge checks in order to buy narcotics, and of course 
we pass that information on to the Narcotics Bureau. 


SALARIES AND Expenses, Wuite House Po.uice 


Amounts available for obligation 


(Balances for June 30, 1954, are as certified under sec. 1311, Public Law 663) 


| 

1954 actual | 1955 estimate | 1956 estimate 

—— a — | — — 

Appropriation or estimate --- _----- $730, 000 | $712, 000 $800, 000 
Transferred from ‘‘Salaries and expe nses, Bureau of the Mint,” | 
pursuant to Public Law 663_- cep pissin an cpecteesnsetl 62, 000 i 
Adjusted appropriation or estimate : 730, 000 774, 000 RS 

Unobligated balance, estimated savings —19, 094 j...--- 354.0 


800, 000 





cpempetaders Wired _ 2. cca wccee ae eaen cane 710, 906 | 774, 000 800, 000 
| 


ae 


Obligations by activities 


Protection of White House and grounds: 
$710, 906 
774, 000 
800, 000 


Obligations by objects 


Object classification | 1954 actual | 1955 esti 1956 estimate 





Total number of positions__-_- pice es be. : 163 
Average number of all employees---------------- ; 
Number of employees at end of year- - 


Average salary and grades: 
Ungraded positions: Average salary -_-- 





01 Personal services: 
Permanent positions- | $685, $735, ¢ 761, 561 
Regular pay in excess of 52-week ne ee a 2, 637 | 2,6 2, 680 
Payment above basic rates_...--.------ P , 030 | 15, 708 15, 708 

Total personal services__ | 9, 753, 949 779, 949 

Transportation of things 7 10 10 

Other contractual services... - 973 3, 141 3, 141 

Supplies and materials_- 10, 402 16, 800 16, 800 

Equipment : 113 100 100 


Obligations incurred . 710, 906 774, 000 800, 000 
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Analysis of expenditures 


(Balances for June 30, 1954, are as certified under sec. 1311, Public Law 663) 





| 
1954 actual | 1955 estimate | 1956 estimate 


— a | | | 
Obligated balance brought forward -- - - . , ; | $40, 794 $33, 52 | $37, 000 
Obligations incurred during the year-_.--.-- on SUENE de | 710, 906 774, 800, 000 


751, 700. 807, 75% 837, 000 
Obligated balance carried to certified claims account - - a —422 |.. Fs 
Obligated balance carried forward -- ----~-- se —33, 752 —37, | —4i. 000 


Total expenditures.........--..-...-.. nes 717, 526 | 770, 752 | 796, 000 


Expenditures are distributed as follows: 
Out of current authorizations - ----- ‘ —_— 677, 286 | 37, 759, 000 
Out of prior authorizations. -__-..---- bade Gheedsine cpundel 40, 240 | 33, 75% 37, 000 


BUDGET JUSTIFICATION DATA 


Mr. Gary. We will next take up the White House Police, and in 
that connection we will insert at this point in the record page 242 
of the justifications and page 243 through the table in the middle of 
that page. 

(The material referred to is as follows:) 


Analysis of appropriation base for fiscal year 1956 


Regular appropriation, 1955 act___-_ : _. $712, 000 
Supplemental appropriation for 1955 (transferred from “Salaries and 
expenses, Bureau of the Mint,” pursuant to Public Law 663) 62, 000 
Total appropriation, 1955__.2-.....___--- +e ‘774, 000 
Additions: 
Activity No. 1, “Protection of White House and 
Grounds’”’ ‘ ‘ 
Adjustment in base (net)_._..__----- 7 19, 729 


Appropriation base for 1956_- it OLt 793, 729 
Increase over appropriation base for 1956________ : 6, 271 
Appropriation estimates for 1956_ - - 800, 000 
Increase or decrease from total appropriation, ees Ft ets + 26, 000 


Comparison of appropriation base with appropriation estimate for 1956 


Appropriation base Appropriation esti- Increase (+-) or 
for 1956 mate for 1956 decrease (—) 





Activity 
Average 


Average 
| positions 


positions 


Average 


positions Amount 


Amount 


1. Protection of White House and | 
UR lara dire ctubinnns~ataeel 155 | 793, 729 156 | 800, 000 | +$6, 271 
Adjustment in base..........-.- week —4 | , 729 | PEs Ae +19, 729 


| 
| Amount 
| 
| 


Total appropriation 1955, and | 
appropriation estimate for 1956 | 151 | 774, 000 | 5 | +5 +26, 000 





GENERAL STATEMENT 


The funds requested under this appropriation are for expenses necessary to 
maintain the permanent police force for the protection of the White House and 
grounds, including personal services, uniforms and equipment, and arms and 
ammunition and miscellaneous supplies made in the manner the President may 
determine, for the protection of the Executive Mansion and grounds. 
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EXPLANATION OF LANGUAGE CHANGES 


There are no substantive changes in the appropriation language proposed. 


Analysis of appropriation base 


| Net change in base, 
Adjustments in base increase (+) or de. 
crease (—) 


| Appropriation allo- | 
| eation for 1955 
| 


-h 


positions Amount 


Average eats a Reduc- tas Average 
| positions | : Additions 


1. Protection of White House and 
grounds 7 4 +4 





NET CHANGE IN BASE 


Additions: Amount necessary to project the salary of 18 class 3 privates 
an for 9 months in 1955, on a full 12-month basis in 1956 (one- 
re Ce ee POSE, ocnicdueeoncuscabepsuedeteuedeenes $19, 729 


BUDGET INCREASE FOR PERSONNEL 


Mr. Gary. There, Chief, you are asking for an increase of $26,000, 
and I believe you explain that is to take care of people who were put 
on last year on a full year’s basis; is that correct? 

Mr. Baucuman. That is correct. 

Mr. Gary. You stated in your opening statement that money for 
some of these extra employees was transferred from the Coast Guard. 
The mint testified today that some of their money was transferred 
for this purpose. 

Mr. BauecuMman. The $62,000 for the White House Police was from 
the mint. 

Mr. Gary. That is what they told us. That $62,000 took care of 
them for the time that they were on last year? 

Mr. BauGuHMAN. For 9 months. 

Mr. Gary. This $26,000 takes care of them for a full year? 

Mr. Taytor. That is right. 

Mr. Gary. You added the $62,000 to your base? 

Mr. Taytor. That is right. 

Mr. Gary. So that actually you are asking for $88,000 more than 
we originally appropriated last year? 

Mr. BauGHMAN. Yes. 

Mr. Gary. How many additional men will that provide? 

Mr. BaueuMan. Eighteen White House police officers. That will 
give us a total strength of 156 which will cover 32 posts. 

Mr. Gary. Have they all been employed yet? 

Mr. Bauecuman. All except 10, and we are covering any vacant 
posts by working 6 days. I expect to get those 10 within the next 30 
days from Chief Murray of the Metropolitan Police. 

Mr. Taytor. We have maintained full post coverage since the 
granting of this appropriation by working 6 days where a vacancy 
exists. Under Public Law 13 of the 82d Congress we are permitted to 
work 6 days when a vacancy exists. 

Mr. Gary. But this will not provide any more men than were con- 
templated for this year? 
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Mr. BauGHMAN. One more, Mr. Chairman. 

Mr. Gary. What is the need for that additional one? 

Mr. BaucuMan. To give full protection to one of the posts on the 
south lawn which we were unable to cover around the clock. This 
post we were only covering from 8 to 12 and this will let us cover it 
throughout the night. 

Mr. Gary. Do those guards work three shifts? 

Mr. BauGuMan. Yes. 

Mr. Gary. Three 8-hour shifts? 

Mr. BaucHMan. Yes. 

Mr. Gary. What time off do they have? 

Mr. BaucuMan. They have 2 days off a week. 

Mr. Taytor. The 18 additional White House Police granted the 
Secret Service through the Supplemental Appropriation Act of 1955 
provided for 156 White House Police, which was the number recom- 
mended under the survey which was recently made to cover the 
number of posts that were necessary and essential. 

Due to the fact that the Government’s contribution to the group 
life insurance program has to be absorbed as well as longevity pay 
increases, an average employment of only 155 can be maintained with 
the present funds. The additional employee is necessary to bring the 
strength to 156 and maintain the coverage determined by the survey 
to be necessary. 


VANDALISM IN THE WHITE HOUSE 


Mr. CANFIELD. Was there ever any effort to commit acts of vandal- 
ism in the White House? 

Mr. BaucuMaNn. Not within the White House, but we still have 
large numbers of people calling there every day and sometimes we 
have a tussle with some of them. Usually they are committed. 

Mr. Canrretp. You are referring to deranged persons? 

Mr. BauguMaNn. Yes. 

Mr. Gary. I think Mr. Canfield was referring to people trying to 
get souvenirs. 

Mr, CANFIELD, Yes. 

Mr. Baueuman. Shortly before the White House was opened after 
being reconstructed, someone ripped about a foot square of tapestry 
from the green room as a souvenir, but that is the only vandalism that 
has been reported. As a matter of fact, we took extra precautions 
while the White House was being reconstructed and there really were 
not any thefts. It was really remarkable that we did not have any 
trouble. 

Mr, Canrieup. I think your men are very courteous. I think they 
have nice poise and I know you aim to keep them that way. 

Mr. Steminskt. Chief, do you feel you are ready for any contingency 
that might arise at the White House? 

Mr. BauGuMaN. Yes. 

Mr. Murray. Off the record. 

(Discussion off the record.) 
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SALARIES AND Expenses, Guarp Force 


Amounts available for obligation 


(Balances for June 30, 1954, are as certified under sec. 1311, Public Law 663) 





Appropriation or estimate 4 sdeiesiertans 
Transferred to ‘“‘Salaries and expenses, United States Secret 
Service,’’ pursuant to Public Law 357_-- 


Adjusted appropriation or estimate --_-._.......-.---- 
Reimbursements from other accounts_--.......---- tig 
Total available for obligation 
Unobligated balance, estimated savings 


Obligations incurred 


$375, 000 


291, 381 
—41, 305 |-. 


oni 
1954 actual | 1955 estimate | 1956 estimate 


| 
| 


$268, 000 


268, 000 | 
1, 400 | 
269, 400 | 


250, 076 | 


Obligations by activities 


Description 


Direct Obligations 


Safeguarding Government securities and protection of Treas- 
ury buildings 


Obligations Payable Out of Peimbursements From Other 
Accounts 


Safeguarding Government securities and protection of Treas- 
ury buildings ics 


Obligations incurred 


1954 actual 


1955 estimate 


$268, 000 


1, 400 


$268, 000 


268, 000 
1, 400 
269, 40¢ 


269, 40¢ 


1956 estimate 


$268, (Ui 


1, 40 





Obligations by objects 


Object classification 


Summary of Personal Services 


Total number of permanent positions. _____- 
Average number of employees 
Number of employees at end of year 


Average salaries and grades: 

General schedule grades: 
Average salary _.- 

Average grade LAS 


Personal service obligations: 
Permanent positions 23S Pik 
Regular pay in excess of 52-week base __- 
Payment above basic rates__-- 7 


Total personal service obligations __ 


Direct Obligations 
Personal services 
Transportation of things- 
Communication services 
Other contractual services 
Supplies and materials_- 
Equipment 
Refunds, awards, and indemnities 
Taxes and assessments. -- 


Total direct obligations - - 


Obligations Payable Out of Reimbursements From Other 
Accounts 
Personal services___- 


Obligations incurred ____- 


269, 400 | 


269, 400 


| 1954 actual 


$3, 381 


$232, 854 
916 


34 
789 


250, 076 





GS-3.3 


9, 654 | 


243, 424 | 


242, 043 | 


1955 estimate 


| 
| 


$3, 417 


$244, 320 
930 | 
11, 400 | 


255, 250 
100 

800 

1, 525 

9, 175 | 
200 
100 
50 


1, 400 
269, 400 | 








GS-3.3 | 


256, 650 | 


1956 estimate 


$3, 448 


Gs 


$244, 32 


11, 4 


256, 65 





estimate 


$268, 000 


268, 000 
1, 401 


269, 40 


269, 40¢ 


estimate 


$268, 00 


1, 40 


269, 400 


hf estimate 


968, (it 


1, 4 


269, 4 
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Analysis of expenditures 


(Balances for June 30, 1954, are as certified under sec. 1311, Public Law 663) 


1954 actual | 1955 estimate | 1956 estimate 


Obligated balance brought forward ; $30, 953 | $8,451 | $11, 566 
Obligations incurred during the year... ; 250, 076 | 269, 400 269, 400 


281, 029 | 277, 851 280, 966 
Reim burserents -.. —1, 381 | —1, 400 —1, 400 
Obligated balance carried to certified claims account. ‘ —841 | 
Obligated balance carried forward _.-- —8, 451 | —11, 566 | 13, 566 


otal expenditures-_- ‘ 270, 356 264, 885 266, 000 


Expenditures are distributed as follows: | 
Out of current authorizations. .._...--~--- Samat 240, 683 | 257, 000 256, 000 
Out of prior authorizations_-. ion 29, 673 | 7, 885 | 10, 000 


BUDGET JUSTIFICATION DATA 


Mr. Gary. The next item is the Guard Force, and in that connec- 
tion we will insert page 247 and through the table on page 248. 
The material referred to is as follows: ) 


Analysis of appropriation base for fiscal year 1956 


Regular appropriation, 1955 act_ _- 
Suppliemental appropriation for 1955 


Total appropriation, 1955 268, 000 


Appropriation base for 1956 268, 000 
Increase over appropriation base for 1956 

Appropriation estimate for 1956 268, 000 
Increase or decrease from total appropriation, 1955 None 


Comparison of appropriation base with appropriation estimate for 1956 


Increase or decrease 


for 1956 mate for 1956 
Activity —__— ashy 


_ 
Appropriation base Appropriation esti- 
| 


Average | | Average 
re Amo Sees 
| positions A unt | positions 
| 


Average | 


positions Amount 


Amount 


| 
Safeguarding Government secu- | 
rities and protection of Treas- 
ury buildige 21 c....2h-. $268, 000 | 71 $268, 000 |_- 
otal appropriation 1955, and | | | 
appropriation estimate for 
1956 268, 000 268, 000 
! 





GENERAL STATEMENT 


_ The guard force is unique as a security organization. It is charged with respon- 
sibility for protecting currency, bonds, checks and other Government obligations 
that are contained in the Main Treasury Building and its Annex in Washington, 
D.C. To perform their security and protective duties efficiently, members of the 
guard foree undergo a continuing training program in the use of all types of 
Weapons, in firefighting, first aid, and self defense. 


EXPLANATION OF LANGUAGE CHANGES 


There are no substantive changes in language proposed for this appro 





270 


Analysis of appropriation base 


iati Net change in base 
| Appropriation allo- | . ee ee ase 
| cation for 1955 | Adjustments in base | increase (+) or 
1 


decrease (—) 
Activity | 





| Average | 


| positions | | Redue- | 4 aaitions | Average 


tions | positions Amount 


Amount 





| 
1, Safeguarding Government secur- | 
ties and protection of Treasury | 


| 
| 


buildings... | | $268, 000 | 


CIVIL-DEFENSE DUTIES OF GUARD FORCE 


Mr. Gary. What are the civil-defense duties of the guard force 
mentioned on the last page of your prepared statement? 

Mr. BaueuMan. We have certain plans in the event of an emer- 
gency whereby the guards will take certain posts and control the 
people in the Treasury Department, and those off duty will report to 
certain locations to assist. 

Mr. Gary. Any questions? 

Thank you, Chief. 


CASES RECEIVED AND CLOSED BY SECRET SERVICE 


Mr. Taytor. You might be interested in knowing that although 
the backlog of pending cases is increasing, the agents of the Secret 
Service are producing. For the 6-month period, July 1, 1954 to 
December 31, 1954, agents closed 20,249 cases as compared with 
17,435 cases for the same period last year, an increase of 3,000 cases. 
For the same period of time 38,418 cases were received for the 6- 
month period ended December 31, 1954, as compared to 30,240 
cases for the same period last year, an increase of 8,000 cases. 

Mr. Gary. We are very glad to have that information in the record. 

The committee will stand adjourned. 


Fray, Fresruary 4, 1955. 
OFFICE OF PRODUCTION AND DEFENSE LENDING 


WITNESSES 


LAURENCE B. ROBBINS, ASSISTANT SECRETARY OF THE TREASURY 
WYLIE F. McKINNON, DIRECTOR, OFFICE OF TIN, FEDERAL FACILI- 
TIES CORPORATION 


Mr. Gary. We will now take up the Office of Production and De- 
fense Lending. We have Mr. Laurence B. Robbins, the Assistant 
Secretary of the Treasury, before us. Mr. Robbins, we will be very 
glad to hear from you at this time. 


GENERAL STATEMENT 


Mr. Roserns. Mr. Chairman and members of the committee, under 
the provisions of the RFC Liquidation Act, the Secretary of the 
Treasury was given responsibility for administering the Federal Facil- 
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ities Corporation, the liquidation of the RFC, and the lending pro- 
grams conducted under title III of the Defense Production Act and 
section 409 of the Federal Civil Defense Act. 

To facilitate the management and direction of these activities, there 
has been established in the Treasury Department an Office of Produc- 
tion and Defense Lending, headed by an Assistant Secretary. There 
have been assigned to this office the administrative, fiscal, and legal 
personnel who have management responsibilities in all of the activi- 
ties named, However, the salaries and expenses of this management 
staff are charged to the activities supervised according to the share of 
time devoted to each. 

All of the activities included in the Office of Production and De- 
fense Lending are financed from funds previously made available and 
therefore do not require annual appropriations. However, since these 
activities fall under the Government Corporations Control Act, an- 
nual limitations are placed on the amount of available funds to be used 
for payment of administrative expenses. 

The administrative expense budgets of these activities can best be 
evaluated by considering the extent of the programs involved. 


FEDERAL FACILITIES CORPORATION 


The first of the activities for which a limitation on administrative 
expense is requested is the Federal Facilities Corporation. The Cor- 
poration was created on June 30, 1954, under the provisions of the 
tubber Act of 1948 and Executive Order 10539. The primary pur- 
pose of the Corporation is to administer the operation of the Govern- 
ment-owned synthetic rubber facilities until disposal of the properties 
is completed as provided by the Rubber Producing Facilities Disposal 
Act. In addition, the Corporation has been designated to conduct the 
operation of the Government-owned tin smelter. 

The budget anticipates that sale of the synthetic rubber facilities 
to private interests will be consummated in the near future, and that 
production of tin will be discontinued at the close of the current fiscal 
year. Accordingly, the administrative expenses of the Corporation 
are estimated to be $800,000 for fiscal year 1956, which is a reduction of 
$1,154,000 from the amount authorized for fiscal year 1955. 

Included in the total request of $800,000 is $700,000 for administer- 
ing the wind-up of the synthetic rubber program. This amount pro- 
vides for the administrative costs of disposing of such inventories of 
finished rubber as may remain after sale of the rubber producing 
facilities, and also provides for the administrative costs of protecting 
and maintaining such facilities as may not be included in the disposal] 
program approved by the Congress. Provision is also made for the 
cost of administering the Government’s synthetic rubber research pro- 
gram in 1956, pending submission to the Congress of the President's 
recommendations as to continuation of such research. 

For the tin program, the budget includes $100,000 for the adminis- 
trative costs of winding-up activities at the smelter and disposing of 
all inventories incidental to production of refined tin. 


58681—55——_18 
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LIQUIDATION OF RECONSTRUCTION FINANCE CORPORATION 


The next item to be considered is a request for a limitation of 
$1,400,000 on the administrative expenses of liquidating the Recon. 
struction Finance Corporation. That amount is a reduction of $1,085, 
000 from the expenses estimated for the current fiscal year. 

The basic policy being followed in the liquidation of RFC is to re. 
cover all funds invested in the Corporation’s assets as rapidly as pos- 
sible, with maximum protection to the Government and the taxpayer, 
At the same time, every possible consideration is given to the interests 
of the borrower and the community in which his business is located, 
The reduction in the amount of administrative expenses reflects the 
success of this program. Particularly important to this has been the 
loan pool plan under which the servicing of approximately 2,800 
smaller business loans was moved from RFC personnel to banks lo- 
cated in the borrowers’ communities. 

On July 1, 1954, the RFC loans and commitments remaining for 
liquidation amounted to $284 million, exclusive of commitments for 
deferred participation in bank loans. As projected in the budget, it 
is estimated that this portfolio will have been reduced to $177 million 
by June 30 of this year and further reduced to $80 million by June 30 
of 1956. 

The proceeds realized from liquidation of RFC’s assets are being 
used to reduce the Government’s investment as rapidly as possible. 
Under the last revision of the RFC Act, the capitalization of the Cor- 
poration was fixed at $100 million of capital stock and retained earn- 
ings of $250 million, after reasonable reserves for losses. In Decem- 
ber, 1954, there was paid to the Treasury $100 million realized from 
the liquidation of RFC which reduced the Corporation’s retained earn- 
ings to about $150 million. The additional payments projected in 
the budget will reduce the total Government investment in RFC to 
$66 million by the close of fiscal year 1956. 

The major portion of the workload in the liquidation of RFC’s re- 
maining assets is found in the business loan portfolio. Approximately 
60 percent of the remaining portfolio consists of obligations which are 
delinquent or present other servicing problems which require special 
treatment. In some of these cases foreclosure proceedings have been 
instituted, and in many others foreclosure appears to be an eventuality. 

In addition to liquidation of RFC lending program assets, there 
also remain to be liquidated certain assets and liabilities of World War 
II programs. For the most part, these consist of loans, properties, 
claims, and other receivables which cannot be disposed of to private 
interests. The amount of the unliquidated assets in this activity was 
$24,500,000 on June 30, 1954. It is estimated that the unliquidated 
assets remaining at the end of fiscal year 1956 will have been reduced 
to $14,700,000. All proceeds realized from liquidation of these World 
War II programs are paid into the Treasury as miscellaneous receipts. 


LENDING PROGRAMS 


There remain for discussion the lending programs conducted under 
title ITI of the Defense Production Act and section 409 of the Federal 
Civil Defense Act. Current activity in these programs is concentrated 
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in the administration of outstanding loans and commitments. Rela- 
tively few applications for new loans are being received, which fact re- 
flects both the sound condition of our economy and the present state 
of our international and military affairs. Efforts are continually 
made to reduce the Government’s investment in these programs by 
placing loans in the hands of private financial institutions. 

The Defense Production Act lending activities, including adminis- 
trative expenses, are financed either from the program’s income or by 
allocations of borrowing authority, and expenditures under the pro- 
gram are controlled by the President through the Bureau of the 
Budget. 

The civil defense lending program is financed from income and by 
borrowings from the Treasury. An annual limitation is placed on 
the administrative expenses of this program, and the amount requested 
for 1956 is $50,000, the same as was authorized for the current fiscal 
year. 

Under the civil defense lending program, the Secretary of the 
Treasury is authorized to purchase securities or make loans to aid in 
financing projects for sii Gelanis purposes. No loans can be made 
without the certificate of the Federal Civil Defense Administrator. 

All loans so far authorized under the program have been for the 
purpose of assisting in financing the construction of hospitals. Loans 
outstanding on June 30, 1954, amounted to $2,155,000, and undisbursed 
commitments totaled $4,500,000 including $1,200,000 representing 
agreements to participate on a deferred basis in loans made by banks. 

The budget anticipates that new commitments amounting to $2,- 
800,000 will be made in fiscal year 1955, and $1,900,000 in fiscal year 
1956. Loan commitments are limited to those for which. private 
financing is unavailable, and no direct loans are authorized if financing 
can be arranged on a deferred participation basis with banks or other 
financial institutions. 

In closing, I would like to emphasize that our objective in admin- 
istering all of the programs I have discussed is twofold: First, to limit 
expenditures on account of these activities to the smallest possible 
amount, and secondly, to realize upon loans and investments as 
rapidly as possible and put the funds back into the Treasury. 


FreperRAL Facinitres Corroration Funp 


Amounts available for administrative expenses 


| | 
1954 actual 1955 estimate | 1956 estimate 


Limitation or estimate. _..-.-| $1,954,000 | $800, 000 
Reimbursements from other accounts (not under limitation) -_-| 40, 000 20, 000 
Comparative transfer from ‘‘Reconstruction Finance Corpora- | | 
tion liquidation, Treasury’’ (under limitation) | $2,005,071 | 
om parative transfer from ‘‘Reconstruction Finance Corpora- 
n liquidation, Treasury’’ (not under limitation) 27, 829 | 


Total administrative expenses incurred - -. — 2, 032, 900 , 994, 000 | 820, 000 
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Administrative expenses by activities 


Description 1954 actual 





1. Production and sale of synthetic rubber 
2. Production and sale of tin. 
3. Distributed to capital accounts 


$1, 682, 076 
337, 026 


Total administrative expenses incurred 


Administrative expenses by objects 


13, 798 
2, 032, 900 | 


1955 estimate 


$1, 681, 800 
272, 200 


40, 000 
| 


1, 994, 000 


1956 estimar; 


$700, 000 
100, 000 
20, 000 


820, 000 





| 


Object classification 1954 actual 





Total number of permanent positions. 

Full-time equivalent of all other positions.............___- er 
Average number of all employees__......_.__-_- 

Number of employees at end of year 


Average salaries and grades: 
General schedule grades: 
Average salary 
Average grade 
Ungraded positions: Average sz alary 


1955 estimate 


310 

1 
279 
269 


= 


=——= 


$5, 844 
GS-8.2 
$4, 231 





01 Personal services: 
Permanent positions 
Positions other than permanent__-_-__--- 


Regular pay in excess of 52-week base -_- oe 


$1, 579, 073 
21, 694 
6, 299 





Payments above basic rates_ 


6, 077 
Excess of annual leave earned over leave taken 


24, 492 


1, 637, 635 
18, 499 


Total personal services. 
Deduct portion not subject to limitation 


$1, 591, 000 
5, 000 


20, 000 





Net yeeER services under limitation 
Trav el__ 


1, 619, 136 
43, 087 
1, 182 
58, 430 
210, 847 
4, 575 
6, 395 
23, 902 
26, 069 
10, 125 
1, 323 





Rents and stilts services_.__- lawn whee Fatah ik otedsin 
Printing and reproduction __-......-..------ 
Other contractual services Peau beeen 
General Accounting Office audit ‘expense _- 
Services performed by other agencies 
Supplies and materials.............- 
Taxes and assessments 


Total accrued administrative expenses under limitation. 2, 005, 071 





Crvit Derense LOANS 


1, 954, 000 


Amounts available for administrative expenses 








| 
1954 actual 


Limitation or estimate- 
Transferred from administrative expenses, “Liquid: ation of 
Reconstruction Finance Corporation, Treasury Depart- 


ment, pursuant to Public Law 163 $50, 000 | 


1955 estimate 





620, 000 
15, 000 
500 

20, 000 
86, 000 
2, 500 
6, 000 
35, 000 
10, 000 
4, 000 
1, 000 


800, 000 


1956 estimate 





50, 000 


Adjusted limitation or estimate 
—21, 576 | 


Unobligated balance not available for subsequent use 


Total administrative expenses incurred 28, 424 


Administrative expenses by activities 


Processing and servicing of loans: 


$28, 42 
50, 000 
50, 000 





$700, 000 
100, 000 
20, 000 


820, 000 


640, 000 
20, 000 
620, 000 
15, 000 
500 
20, 000 
86, 000 
2, 500 
6, 000 
35, 000 


imate 


$50, 000 


50, 000 


50, OI 
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Administrative expenses by objects 


Object classification 


Total number of permanent positions 
Average number of all employees 
Number of employees at end of year 


Average salaries and grades: 
General schedule grades: 
Average salary_.....-- ee ee Mckacsaddeteen aad 
Average grade 


Personal services: 
eee sia 
Positions other than permanent 
Regular pay in excess of 52-week base 
Payment above basic rates 
Excess of annual leave earned over leave taken 


Total personal services 
(2 +Travel 


(3 Transportation of things._._..-.-__. ST Rtg ae ge Ah 


04 Communication services 
05 Rents and utility services 
06 Printing and reproduction 
Other contractual services 
General Accounting Office audit expenses 
Services performed by other agencies.._...........--.- 
II on cree tcc wa didn daecs 
Taxes and assessments 


1954 actual 


1955 estimate | 1956 estimate 











$6, 093 | 
GSs-8.1 








22, 767 


82 | 


165 











LIQUIDATION oF RECONSTRUCTION FINANCE CORPORATION 


Amounts available for administrative expenses 


Limitation or estimate 
Transferred to ‘Administrative expenses, Civil Defense 
Loans, Treasury Department,’’ pursuant to Public Law 
163, 83d Congress. - __--.- 
Transferred, pursuant to Reorganization ‘Plan No. 2 of 1954 
to— 
“Liquidation of RFC 
ministration’’_......-- 
‘Administrative expenses, 
Association, Housing and Home Finance Agency”’ 


disaster loans, Small Business Ad- 


_ _ Adjusted limitation or estimate 
Unobligated balance (not available for subsequent use) - - ----- 


Administrative expenses under limitation 
omparative transfer to— 

“Salaries and expenses, Small Business Administration”’ 
“Administrative expenses, Federal National Mortgage 
Association, Housing and Home Finance Agency’’. 

; \dministrative expenses, Federal Facilities Corporation, 

Treasury Department’’_ 
“Salaries and expenses, abaca fiber. program, 
Services Administration’’ 


"General 


Adjusted administrative expenses under limitation 
inistrative expenses not under limitation: 
Reimbursements from other accounts-----.-...--- 
Foreign expense and legal fees 
mparative transfer to— 
Salaries and expenses, Small Business Administration’”’ 
“Administrative expenses, 
Association, Housing and Home Finance Agency 
‘Administrative expenses, Federal Facilities C orporation, 
Treasury Department’? _ 
Salaries and e xpenses, abaca fiber program, 
Services Administration’”’ 


( 


General | 


“Federal National Mortgage 


$9, 590, 000 | 


—50, 000 


a 
1954 actual 1955 estimate es 1956 estimate 


$3, 500, 000 | $1, 400, 000 


—225, 725 | 





9, 450, 000 


—1, 470, 395 | 


2, 660, 275 
—175, 275 | 





7, 979, 605 
—721, 037 
—457, 996 


— 2, 005, 071 
— 158, 840 


2, 485, 000 | 





Federal National Mortgage 


4, 636, 661 | 


99, 360 
285, 901 


—9, 235 
—6, 295 


—27, 829 


—14, 760 








Total administrative expenses. ---..----- 


4, 963, 803 





2, 725, 000 | 


1, 400, 000 


~” 225, 000 


1, 625, 000 
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Administrative expenses by activities 


Description 





. Lending... 
. Liquide ation of assets of Smaller War Plants Corporation 
3. Liquidation of other World War II assets and liabilities- 


Total program expenses. 
. Distributed to capital accounts-_- 


Total administrative expenses _____.._.-....--- 


1954 actual 


$4, 321, 502 
48, 225 
352, 955 


4, 722, 682 | 
241,121 | 


4, 963, 803 | 
| 


1955 estimate 


$2, 340, 000 | 
15, 000 | 
205, 000 | 


165, 000 





Administrative expenses by objects 


Object classification 


Total number of permanent positions-_-___..............------- 


Full-time equivalent of all other positions................-_- 


Average number of all employees--.-.................-...-----| 


Number of employees at end of year 


Average salaries and grades: 

General schedule grades: 
Average salary 
Average grade_- 


Ungraded positions: “Aver: erage eee RIES .| 


01 Personal services: 


SION UN oo oo ccc cade cceseccas 


Positions other than permanent.. 

Regular pay in excess of 52-week base 
Payment above basic rates 

Excess of annual leave earned over leave taken 


Total personal services 
Deduct portion not chargeable to limitation 


Net personal services under limitation 
Travel. 
Transportation of things 


Communication services........ a a see 


Rents and utility services 
Printing and reproduction 
Other contractual services: 
General Accounting Office audit expense 
Services performed by other agencies_..............--- 
Other contractual services 5 
08 supplies and materials 
09 Equipment. 
15 Taxes and assessments 
Unvouchered 


Total administrative expenses under limitation 


4, 636, 661 | 





1954 actual 


1, 660 | 
2 


692 
659 


$5, 541 
GS-7.7 
$4, 099 


| 1955 estimate 


2, 725, 000 | 
| 


1956 est imate 


—— 


$1, 400, 00 
10, 000 

75, 000 

1, 485, 000 
140, 00 


1, 625, OW 


1956 estimat 


$6, 708 
GS-9.) 





$3, 849, 416 
22, 814 
12, 043 | 
29, 727 
57, 758 


3, 971, 758 
108, 342 


3, 863, 416 
97, 874 

15, 698 

78, O10 
413, 542 
14, 209 


61, 957 
17, 697 
50, 153 
15, 912 
3, 745 
3, 321 
1, 127 





$1, 855, 000 








$1, 024, 00 


‘L, 040, On) 
35, 00 

5, O00 

30, 000 
173, 000 
10, 00) 


70, 00 
15, 00 
15, 00 





BUDGET JUSTIFICATION DATA 


Mr. Gary. We will put into the record at this point pages 332, 336, 


and 347 of the justifications. 
(The matter referred to is as follows :) 





Tm ss 


hh 


if 


400), 006 
LO, 000 
75, 000 
485, 000 

140, 00 


625, OW 


$6, 70s 
GS-9.) 


, 024, 000 
13, 000 
3, 00 


, 040, 000 


, 040, 00 
35, 00 
5, 000 

30, 00 
173, 00 
10, 00 


70, 00 
15, 00 
15, 000 

5, 


1,00 
1,0 


1, 400, 00 
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ADMINISTRATIVE EXPENSES, FEDERAL FACILITIES CORPORATION 


Analysis of authorization base for fiscal year 1956 


Regular authorization, 1955 act $1, 954, 000 
Sopp lore Sipe FE Fr erninenmepiennmnneiensen. seimmuianees 
Total authorization 1955 1, 954, 000 
Reductions : 
1. Production and sale of synthetic rubber $981, S00 
”. Production and sale of tin 172, 200 


Adjustment in base —1, 154, 000 


Authorization base for 1956 800, 000 
Increase over authorization base for 1956 


Authorization estimates for 1956 800, 000 
Increase or decrease from total authorization 1955 beilssse aawae “|, 258 Gee 


Comparison of authorization base with authorization estimate for 1956 


| 
| 
Authorization base | Authorization esti- 
1 C: ‘rease or decrease 
for 1956 | mate for 1956 | Increase or decrease 


Program ee oe een TOT 


| 
| Average | 
positions | 


Average 
positions 


| Average | 


Amou re | 
Amount | positions | 


Amount Amount 


1. Production and sale of synthetic | | 
rubber... — 86 $700, 000 86 $700, 000 | 
2. Production and sale of tin__-- 9 | 100, 000 9 | 100, 000 


Total ee ek | 800, 000 | 95 | 800, 000 | 
Adjustment in base_.----- ke +175 |+1, 154, 000 | -- ; al cael 








Total, authorization 1955, and | 
authorization estimate for | 





270 1, 954, 000 | 95 | 800, 000 | 


ADMINISTRATIVE EXPENSES, ClvIL DEFENSE LOANS 


Analysis of authorization base for fiscal year 1956 


' Regular authorization, 1955 act 


Supplemental authorization for 1955 
Total authorization 1955 


No reductions or additions. 
Authorization base for 1956 
Increase over authorization base for 1956 


Authorization estimate for 1956 
Increase or decrease from total authorization, 





278 


Comparison of authorization base with authorization estimate for 1956 


Authorization esti- 


Authorization base 
mate for 1956 


for 1956 





Program 


Average 
positions 


| Average 


| positions | Amount 


Amount 


$50, 000 


Civil defense loans._-- 7 





| 
Total. Gs 7 
Adjustment in base. : --| 
Total, 1955 authorization, and | 
authorization estimete for 
1956___ 





Average 
positions 


Increase or decrease 


———= 


Amount 





ADMINISTRATIVE EXPENSES, LIQUIDATION OF RECONSTRUCTION 


CORPORATION 


Analysis of authorization base for fiscal year 1956 


Regular authorization, 1955 act 
Supplemental authorization for 1955 


Total authorization, 1955 
Adjustments in 1955 authorization: 
Transferred pursuant to Reorganization Plan No. 2 
of 1954 to— 
Liquidation of RFC disaster loans, Small Busi- 
ness Administration 
Administrative expenses, Federal National 
Mortgage Association, Housing and Home 
Finance Agency 
Estimated savings 


— $614, 000 


—225, 725 


Adjusted authorization, 1955 
Reductions: 


2. Liquidation of World War II assets_______--___- 
3. Liquidation of Smaller War Plants Corporation_-_- 
4. Distributed to capital accounts____-_____________- 


130, 000 
5, 000 


Adjustments in base 

Authorization base for 1956__________ 
Increase over authorization base for 1956 
Authorization estimates for 1956 


—175, 275 


10, 000 


2, 485, 000 


—1, 085, 000 
1, 400, 000 


1, 400, 000 
—1, 085, 000 





Comparison of authorization base with authorization estimate for 1956 


Authorization base Authorization esti- 
for 1956 | mate for 1956 


| | 
| Average | 
| positions | 


Program 


Average | 


positions Amount 


Amount 


— . . . . | 
. Administration and liquidation 


of RFC assets. 140 
2. Liquidation of World War II 

ie cnn 8 5, 000 
3. Liquidation of Smaller War 

Plants Corporation ___- | 7 10, 000 | 
. Distributed to capital accounts-_- 2 | 20, 000 


1, 305, 000 140 


Total. 151 | 1,400, 000 | 151 | 1,400,000 |_-- 
Adjustment in base. | +148 |+1, 085, 000 | Sa 
Total, adjusted authorization 

1955, and authorization esti- | 
8 ee 


| 


299 | 2, 485, 000 | 
| | 


Average 
positions | 


151 | aon —148 


Increase or decrease 


—148 —1, 085, 000 





—1, 085, 000 
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Mr. Gary. In this connection it should be stated that none of these 
items are appropriations. 

Mr. Rossrns. That is right. 

Mr. Gary. But in each instance it is a limitation of the amount that 
the agency is permitted to expand for administrative expenses from 
the funds under its control. 


DISPOSAL OF SYNTHETIC RUBBER PLANTS 


Mr. Rossrns. That is right. Mr. Chairman, with your permission 
| would like to supplement the statement I made with a brief com- 
ment on the disposal of the synthetic rubber plants. 

Mr. Gary. All right, sir; we will be glad to hear from you on that 
subject. 

Mr. Rogsrns. At the time these budgets were prepared the Rubber 
Producing Facilities Disposal Commission had not completed its 
negotiations, and there was no information available as to its possible 
results. The Commission did finish and submitted its report to the 
Congress on January 24, and it now appears from that report that, 
if the recommendations of the Commission are accepted, the total 
amount received from the sale of the plants and the inventories of 
raw materials and supplies and spare parts will be something in excess 
of $150 million more than budget projections. That includes both a 
higher gross for the plants and larger downpayments than were 
anticipated. 

With those increased downpayments, and with increased profits 
in the operation of the program, resulting from greatly increased 
sales in the last few months, it is estimated now that there will be a 
return to the Treasury during the fiscal years 1955 and 1956 of some- 
thing more than $330 million in cash, which is $100 million in excess 
of the amount estimated in the budget. 


COST OF RUBBER PROGRAM TO THE GOVERNMENT 


Mr. Gary. Is it possible, with those figures in mind, to tell about 
what this program has cost the Government altogether ? 

Mr. Rosstns. In the Commission’s report it is stated that the total 
of the Commission’s recommended sales, without including current 
assets, is estimated to be $263,643,000, or 96.6 percent of the unrecov- 
ered investment in the entire synthetic rubber program without con- 
sidering the unsold facilities which will be still held. 

Mr. Gary. So that, at the worst, the loss would be approximately 
4 percent ? 

Mr. Ropsrns. Something less than 4 percent. 


RETAKING OF RUBBER PLANTS IN CASE OF EMERGENCY 


Mr. Gary. What provisions are made in these contracts for the 
Government to take the plants back or, at least, to be able to get the 
full output of the plants in case of war? 

Mr. Rogpsrys. Each contract of sale includes what is called a security 
clause which requires the owner of the plant to make it available to 
the Government for such purposes for a period of 10 years. 
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DATE SALES CONTRACTS BECOME EFFECTIVE 


Mr. Gary. When will these contracts become effective and the 
transfer be made ? 

Mr. Rossins. The report was made, or submitted to the Congress 
on January 24, and under the provisions of the Disposal Act, Congress 
has 60 legislative days in which to act on it. If not disapproved, the 
contracts become effective at the end of that time. 

That means that, on normal expectations, it ought to be possible, 
assuming that the program is accepted, to transfer the plants before 
the end of April. 

STATUS OF TIN PROGRAM 


Mr. Gary. What is the status of the tin program ? 

Mr. Rogerns. A joint resolution was adopted by the Congress, some- 
thing like a year ago, or a little later, directing, i in. effec t, that the 
opel ration of the smelter should be continued until June 30, 1955, and 
that, in the meantime, a study should be made of the whole tin 
program. 

The present status is that we have made contracts for the purchase 
of concentrates which will keep the smelter in operation until June 
30, 1955, and by that time, I am informed, the long-range stockpile 
objectives of the Government will have been exceeded. There will be 
no further need for the tin. We are not permitted to sell it in the 
market. There is no provision for the continuation of the smelter in 
the budget, and it is hoped that the Congress will determine that the 
plant should be closed at the end of this fiscal year 


SALE OF TIN SMELTER 


Mr. Gary. Is it possible to sell that plant also? 

Mr. Rogsrns. As a tin smelter, or for some other purpose ? 

Mr. Gary. For any purpose. 

Mr. Rosprns. I should like to ask Mr. McKinnon to express his 
opinion on that. Mr. McKinnon is in charge of this tin program. 

Mr. McKinnon. I think, in terms of a sale, in the sense of a reason- 
able price, there is no chance. The tin-smelting industry has never 
been successful in this country. I think that there is some chance, 
under the present conditions of high-tax brackets, and so forth, that a 
firm might take the plant on a loss basis at a nominal price, and in 
turn agree to operate it for a period of years, for the purpose of 
taking a tax loss on its operation. I think some of them would try it, 
but I am not certain of that. It offers no attraction as an investment. 


EMERGENCY USE OF TIN SMELTER 


Mr. Gary. What is the present plan, to hold the plant for future 
use in case of emergency ? 

Mr. Rogers. The present plan is to sell the plant, or cannibalize 
it and dispose of it to the best advantage possible. 

Mr. Gary. You do not consider it likely that you would have need 
for it in the event of a war? 

Mr. Rowprns. In the event of a war we would have a stockpile to 
protect us for a’minimum of 5 years. A new smelter could be built 
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within a year and a half or 2 years at the outside, and a more modern 
and better smelter than we have now. 

Mr. Gary. For that reason you do not contemplate holding it for 
an emergency ¢ 

Mr. Rosptns. That is right. The standby expense, that is, the 
expense of keeping the plant i in standby condition, would be almost 
yrohibitive. 

[ might add that the Senate, by another resolution, appointed a 
committee to study the tin program. The committee is due to report 
by March 15 with the suggestion, at least, that legislation be enacted 
by April 30, with respect. to the future of the tin program of the 
Government, 

Mr. Gary. It appears now that it is on its way out. 

Mr. Ropsrns. Yes, sir; I hope so. 


DISPOSAL OF DELINQUENT RFC LOANS 


Mr. Gary. What action is contemplated to speed up the disposal 
of delinquent or other loans of the RFC ? 

Mr. Rosstns. That is keeping the RFC organization busy full 
time. 

There is not any new program to speed up the disposal. Each 
problem loan is treated as a problem and is worked on to the best 
naa age possible. Each one has to be handled as a separate case. 

We do not resort to foreclosure if there is any way to avoid it. 

We try to give the borrowers an opportunity to either refinance or 
to readjust their debts. By that I mean to readjust the schedule of 
payments of their debts, within legal limits as to final maturity of 
the debts, so that they may be able to work the thing out themselves. 


ESTIMATED LOSSES UNDER RFC PROGRAM 


Mr, Gary. Viewed at the present time, what are your estimated 
losses going to be in this program ? 

Mr. Rossrns. We have a reserve for losses which, on June 30, was 
$39 million. 

The projection is that at the end of the fiscal year 1956 the reserve 
will be $35 million. We believe that will take care of all losses, as 
far as we can estimate them at this time. 

Mr. Gary. In that event there would be no loss to the Government 
whatever by reason of the entire RFC program / 

Mr. Rossrys. That is a very difficult question to answer, Mr. Chair- 
man, because of the accounting involved. I think it is "fair to say 
that the lending program as a w hole in the RFC, if it can be separated 
out from all of the other activities, will show a final figure in the black. 


FINAL DATE OF LIQUIDATION OF RFC 


Mr. Gary. How long do you contemplate it will be before you can 
wind up that business entirely, fully liquidate it ? 

Mr. Ropsrns. At the end of the calendar year 1954, on December 31, 
we had loans, securities, and commitments totaling approximately 
*247 million. 
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Our projection is that by the end of this fiscal year the total wil] 
be down to $177 million, and by the end of the fiscal year 1955 it will 
be down to $80 million, before reserves. 

Now, on December 31, in this portfolio of $247 million we had 
$163 million in business loans. 

Of that amount, almost $100 million is made up of 3 loans. We 
have every hope that before the end of fiscal year 1956 those loans 
can be refinanced and will be out without loss. 

The remaining portfolio on June 30, 1956, would include business 
loans of about $33 million, and they will consist of in the neighbor- 
hood of 600 items. I think at that time it should be possible to make 
more definite plans as to the final windup. 

Under the Liquidation Act, the Secretary of the Treasury has 
authority, when he determines that the liquidation is no longer advan- 
tageous to the Government, to provide for all liabilities and dissolve 
the Corporation. I think it is too early now to say exactly when that 
can be done, but by June 30, 1956, we will be approaching the point 
where a definite decision of that kind can be made. 

Mr. Gary. You have two avenues there, either to sell the securities, 
or turn them over to some operating agency for liquidation. 

Mr. Roserns. And the third alternative would be to retain a small 
unit in the Treasury Department to work out the final liquidation 
as best they can. 


NUMBER OF PEOPLE EMPLOYED IN RFC 


Mr. Gary. How many people are employed in that program now! 
Mr. Rogsrns. In RCF we had, on December 31, 255. By the end 


of this calendar year we expect to be down to 183, and by the end of 
1956 we expect to be down to 123. 
Those figures are shown in these budget projections. 


CIVIL-DEFENSE LENDING PROGRAM AND HILL-BURTON FUNDS 


Mr. Gary. You said in connection with your civil-defense lending 
program that most of the loans have been for hospitals. What is the 
relationship between those loans and the funds which are provided 
for hospitals by the Department of Health, Education, and Welfare 
grant-in-aid program ? 

Mr. Roserns. You mean the Hill-Burton funds? 

Mr. Gary. Yes; the Hill-Burton funds. 

Mr. Rogsrns. There is no direct relationship. All the loan com- 
mitments that we have made under the civil-defense program are for 
hospitals. There are 10 of them at present, 10 commitments, includ- 
ing those that are partially or fully disbursed. I think in none of 
those cases have the hospitals been able to get Hill-Burton funds 
because they do not have a sufficiently high priority in the areas in 
which they are located to qualify, but in each case the application of 
the hospital has been certified by the Federal Civil Defense Adminis- 
tration as being essential to the civil-defense program. 

Mr. Gary. What type of hospitals are they? — 

Mr. Rogszins. They are general hospitals, but they are for civil- 
defense purposes. They include special protective features for bom) 
protection and things of that kind. 
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Mr. Gary. Where are they located ? 

Mr. Rossins. These hospitals that we have? 

Mr. Gary. Yes. 

Mr. Ropsrns. Five out of the 10 are in New Jersey. The others 
are on Long Island, Forest Hills, N. Y.; North Adams, Mass.; Cam- 
bridge, Ohio; and Florence, 8. C. . 

Mr. Gary. Are they located near defense plants or in peculiar 
defense areas ¢ 

Mr. Rosprns. They are located in areas which, according to the 
reports, are very short of hospital facilities. They are not located 
immediately in the area of defense plants. They are sufficiently 
removed so that they are considered to be available for civil-defense 
purposes. : : : 

Mr. Gary. What kind of hospitals are they, private or public? 

Mr. Rossrns. They are private hospitals in, I think, every case. 

Mr. Gary. Privately owned ? 

Mr. Ropsrns. Yes, sir; but not necessarily operated for profit. 

Mr. Gary. What peculiar defense characteristics do they have to 
qualify them for this loan ¢ 

Mr. Rossrns. I think the Federal Civil Defense Administration can 
answer that question better than I, but I think the general theory is 
that in the event of attack hospital facilities will be urgently in 
demand. 

Mr. Gary. But that is true of all hospitals generally, and that was 
one of the reasons for the Hill-Burton Act. 

Mr. Ropstns. Yes, sir. 

Mr. Gary. Now, is there anything peculiar about these hospitals 
that distinguishes them from other hospitals that might be built? 

Mr. Ropsrns. No, I do not think so except, as I say, that each appli- 
cation has to be certified by the Civil Defense Administration as being 
essential to their program, in spite of the fact that they do not qualify 
for Hill-Burton funds. 

Mr. Gary. Well, the fact that you have these requests and are mak- 
ing these loans would indicate that the Hill-Burton funds are not 
meeting the complete need, is that correct? 

Mr. Rogsrns. I think that is correct, sir, yes. 

Mr. Gary. What is the total amount of those loans? 

Mr. Ropsrys. On June 30, 1954, the loans actually outstanding, 
that is, the funds disbursed on these loans, totaled $2,154,000. 

In addition to that we had commitments not disbursed in the amount 
of $4,195,000, and commitments for deferred participation, that is, 
participation with banks, in the amount of $1,200,000. That makes 
a total of about $7,500,000 all told. 


TERMS OF CIVIL DEFENSE LOANS 


Mr. Gary. What are the terms of those loans? 

Mr. Rossrns. Under the act loans can be made for as long as 50 
years. In practice no application has been approved for a longer 
period than 25 years. In every case of a new application we are try- 
ing, 1f the applicant has been unable itself to arrange private financ- 
ing, to oe arrange private financing and to set the program up so 
that it can be paid out within 10 years. 
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Mr. Gary. What interest is paid on the loans?! 
Mr. Rossrys. The interest is 5 percent. 


AMOUNTS AVAILABLE AND COMMITTED FOR CIVIL DEFENSE LOANS 


Mr. Gary. How much money do you have available for this pur. 
pose ¢ . 

Mr. Roserns. There was $250 million in section 409 of the Federal] 
Civil Defense Act, and all of it is available with the exception of this 
part which has been committed. 

Mr. Gary. How long has that act been in effect ? 

Mr. Roserns. Since 1950. 

Mr. Gary. Out of the $250 million available you have only com- 
mitted about $5 million ¢ 

Mr. Ropexns. $7,500,000. 

Mr. Gary. Are the funds available for any other purpose ? 

Mr. Rozeins. No, sir; they are not—I am sorry, if you are speaking 
only about hospitals, they are available for other civil-defense 
purposes. 

Mr. Gary. Have they been used for any other civil-defense purpose? 

Mr. Rogers. There have been no loans approved for civil defense 
other than for hospitals. 

Mr. Gary. So that, out of the $250 million which was made available 
in. 1950 you have only used $7,500,000 ¢ 

Mr. Roserys. I think that is right, sir. 


APPLICATIONS FOR CIVIL-DEFENSE LOANS 


Mr. Gary. How many applications do you have? 

Mr. Rossrns. I think we had 40 applications during the fiscal year 
1954. Since June 30, 1954, we have only had three. 

Mr. Gary. How many applications do you have pending now that 
have not been acted on ¢ 


Mr. Roggrns. One. 
COLLECTION EXPERIENCE ON CIVIL-DEFENSE LOANS 


Mr. Gary. What has been your experience in collections on the loans 
that have been made? 

Mr. Rospsrns. Well, they have not been outstanding long enough 
to really establish a record. The first loan was authorized in March 
1952, and that was a loan of $750,000, payable at the rate of $75,000) 
a year, beginning January 1, 1954, and the payments have been met. 
There are only two others in which the payment schedule has begun 
to run, and those payments have been made as agreed. 

Mr. Canrietp. Mr. Robbins, inasmuch as this is the first presenta- 
tion of the Federal Facilities Corporation before this subcommittee, 
such few questions as I may ask will be chiefly for the purpose of 
clarity, and they will not be many in number. As I understand it, 
you are the new Assistant Secretary of the Treasury Department i 
charge of the Office of Production and Defense Lending ? 

Mr. Rozerys. That is right. 

Mr. Canrietp. And, according to your presentation today, your 
Office has four primary functions. 
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Mr. Ropsrns. Well, three. 

Mr. Canrietp. Administering the Federal Facilities Corporation ? 

Mr. Roppins. Yes, sir. 

Mr. Canrietp. The liquidation of the RFC? 

Mr. Ropprns. Yes. 

Mr. Canrietp, And the lending program ¢ 

Mr. Rossrs. The lending program under the Civil Defense Act 
and the Defense Production Act. 


FEDERAL FACILITIES CORPORATION 


Mr. Canrretp. Now, the first of these activities is the Federal 
Facilities Corporation, which is a creature of the Congress ? 

Mr. Roseins. Well, may I make a comment on that ? 

The RFC Liquidation Act provided that these production programs, 
which were then syuthetic rubber, tin, and abaca, were to be trans- 
ferred by the President to other agencies of the Government by June 
30, 1954. The President, by Executive order, directed the Secretary 
of the Treasury to organize the Federal Facilities Corporation and to 
transfer tin and rubber to that Corporation. The abaca program was 
transferred to the General Services Administration. 


RUBBER DISPOSAL PROGRAM 


Mr. Canrtetp. Mr. Robbins, what are the locations of these Govern- 
ment-owned synthetic rubber facilities which are now being disposed 
of under your program ¢ 

Mr. Ropsrns. There are 24 plants that have been sold, or, at least, 
for which contracts of sale have been negotiated by the Disposal Com- 
mission, and they are scattered pretty well over the country, in Cali- 
fornia, Connecticut, Kentucky, Louisiana, Ohio, Pennsylvania, and 
Texas. 

Mr. Canrietp. When you tell us that you anticipate the sale of these 
facilities to private interests in the near future, you mean about when ? 

Mr. Rospins. Well, as I have indicated before, the recommendations 
of the Disposal Commission may lie before Congress for 60 days before 
they become effective, unless adverse action is taken. If no adverse 
action is taken, and there are no interruptions in the continuous session 


of the Congress, the plants should be in private hands by the end of 
April. 


TIN-DISPOSAL PROGRAM 


Mr. CanFriEetp. Now, as to the tin-disposal program, does that in- 
volve just one plant ? 

Mr. Rosprns. One smelter. 

Mr. Canrietp. And that is in Texas? 

Mr. Rossrns. In Texas City, Tex. 

Mr. Canrtetp. You told us that currently there is a Senate com- 
nittee making a study of this situation. Does that study have to do 
with your program of disposal ? 

Mr. Rossrns. The study is to cover the whole field of the tin require- 
nents of the country and, presumably, the report of the committee 
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will make some recommendation as to further provisions for supplying 
the requirements. 

Mr. Canrrevp. No action, however, has been taken to halt you from 
going forward with that program ? 

Mr. Rogsrns. Our plans are to continue in operation until the end 
of this fiscal year, and our hope is that by that time, and well before 
that time, the question of the whole future of the tin program wil] 
be settled, including the disposition of the smelter. 


LOAN-POOL PLAN OF RFC 


Mr. Canrrevp. Last year, Mr. Robbins, your predecessor described 
it as the loan-pool plan, under which the RFC planned to move these 
business loans into the banks of the country. Can you tell us, just 
briefly, has that worked out ? 

Mr. Rossrns. Yes, it has worked extremely well. At the time Mr, 
Cravens testified last year the plan had not been consummated. It 
was consummated and became effective February 28 last year, anda 
total of 2,848 loans, totaling a little over $73 million, was placed in that 
pool. 

These were loans under $500,000 with, I think, two exceptions. 

Certificates of interest in that pool, amounting to $47 million, wer 
offered to banks and the public generally and were oversubscribed and 
sold. Originally there was $73 million in the pool. The total dollar 
amount had been reduced to $44 million on December 31, and the 
liquidation has been moving ahead more rapidly than was originally 
contemplated. 

THREE LARGE RFC LOANS 


Mr. CanrteLp. What are the three large outstanding RFC loans 
that you made reference to just a few moments ago? 

Mr. Rossrns. One is the Detroit Steel Corp. which is about $3) 
million. One is Carthage Hydrocol, Inc., a little less than $18 million, 
and the other is the Lone Star Steel Co. which is $45 million, roughly, 
which was made in connection with a defense-production loan of $37 


million additional. 
Those three account for almost $100 million. 
PURPOSE OF FEDERAL FACILITIES CORPORATION 


Mr. Canrrietp. Going back to the Federal Facilities Corporation 
again, you said that the primary purpose of that Corporation was to 
administer the operation of the Government-owned synthetic-rubber 
facilities until their disposal and, in addition thereto, the operation 
of the Government-owned tin smelter. What other function does this 
Corporation have? 

Mr. Rogsrns. It has none now, but the powers of the Corporation 
are not limited to those two things, and it could be given other respon- 
sibilities. 
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Mr. CanFreLp. Now, have you also taken over the liquidation of 
some of those World War II programs? 

Mr. Rossrns. Yes. 

Mr. CanFretp. Will you tell us briefly about those ¢ 

Mr. Rossrns. Well, these came out of the Defense Plants Corpora- 
tion and other war activities. 

The largest item in remaining assets in that category is a note of the 
Kaiser Motors Corp. in the amount of $12,231,000. That was taken 
by GSA at the time the Willow Run plant was sold by the Govern- 
ment to Kaiser. The note has been turned over to RFC for liqui- 
dation. 

In addition to that, there are some plants which are under lease- 
purchase agreements, and there are land-grant freight claims and 
other miscellaneous assets. 

Mr. Canrrevp. The total amount being $24,500,000 on June 30, 1954? 

Mr. Rosprns. $22,900,000, before reserves. 

Mr. Canrretp. And it is estimated that the amount remaining at 
the end of the fiscal year 1956 will be $14,700,000? 

Mr. Ropprns. Yes, sir. 


PRESS RELEASE ON RUBBER-DISPOSAL PROGRAM 


Mr. Stemrnskt. Mr. Chairman, at the proper place, may I insert 
in the record a release I saw in one of the papers the other day on the 
disposal program as it was set up? 

Off the record. 

(Discussion off the record. ) 

Mr. Sreminski. Mr. Robbins, do you have a copy of the press release 


I might be referring to? 


Mr. Rogsrns. I have a copy of a press release which is a release of 
the Rubber Producing Facilities Disposal Commission, not the Federal 
“acilities Corporation. 


Mr. Stemrnsxi. What is the first sentence in the opening paragraph 
there? 


Mr. Ropsrns (reading) : 


The Rubber Producing Facilities Disposal Commission Monday reported to 
Congress that it has executed contracts of sale— 


and so forth. 
Mr. Steminsxt. I think I would like to have that put in the record, 


} unless the chairman objects. 


Mr. Gary. Is there any objection to putting this in the record? If 
not, it will be inserted in the record at this point. 
(The matter referred to is as follows :) 


RusBeR Propuctne Faciritirs Disposat ComMMISSION, 
Washington 25, D. C. 
For release in morning papers of Tuesday, January 25; Radio, 7 p. m. January 24 
Note to correspondents and editors : 


Copies of the full report and supplement are available at room 1129, 811 
Vermont Avenue. 


The Rubber Producing Facilities Disposal Commission Monday reported to 


, Congress that it has executed contracts of sale for plants and equipment which, 


supplemented by cash expected to be realized from the sale by Federal Facilities 
Corporation of the Government-owned inventory of. synthetic rubber, will pro- 
duce for the United States Treasury a total of approximately $310,565,000. 


58681—55-——_19 
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This total is made up of the following items: 
(1) Contract sale price of 24 plants $285, 465, 000 


Which includes: 
(a) Fixed price for capital assets as of August 31, 1954, 
259, 529, 000 
(b) Additional payments by purchasers for certain raw 
materials, work in process, spare parts, and sup- 
plies, plus net additions to fixed assets as specified 
in contracts of sale which will amount to an 
estimated 25, 936, 000 
(2) Contract sale price of miscellaneous equipment 300, 000 
(3) Inventories of synthetic rubber as of transfer date to be sold 
by Federal Facilities Corporation under sec. 7 (k) of the 
disposal law which it is now estimated would produce at 
current market prices approximately_____-_-__-___-_---__-_~ 24, 800, 000 


Total 310, 565, 000 
Cost before depreciation (gross book value) of items (1) and (2) 

above as of transfer date will amount to an estimated 488, 584, 000 
And after depreciation (net book value) 131, 954, 000 

Federal Facilities Corporation estimates it will have a cash balance for the 
synthetic-rubber program on transfer date of approximately $91 million. This 
sum will be increased by cash proceeds of unsold net current assets (other than 
inventories of synthetic rubber) including component materials and diminished 
by expenses of standby for unsold facilities, administrative, and other costs. 

It is estimated that the total of items (1), (2), and (38), plus cash on hand, 
will return to the Government over $401,565,000. 

The Government will retain ownership of 3 plants (the copolymer plants at 
Institute, W. Va., and Baytown, Tex., and the alcohol butadiene plant at Louis- 
ville, Ky.), the Akron laboratory, tank cars, and miscellaneous equipment having, 
as of November 30, 1954, a gross book value of $64,556,138 and a net book value of 
$19,190,542. 

The total sales price of $285,465,000 is an estimated figure because the sales 
contracts provide for the payment of a fixed sum plus an additional amount for 
the cost of net capital additions and the cost of inventory items, both as of the 
time of transfer. Because the latter two elements of sales price will not be 
definitely known until transfer time, the total realization can be persented only 
as an estimate, which the Commission believes to be substantially accurate. Two 
unsold facilities and miscellaneous equipment will be in standby condition, in 
whole or in part. One unsold facility may still be leased. 

Under contract are 689,600 long tons of GR-S capacity and 90,000 long tons of 
butyl capacity. Both are in excess of the statutory minima of 500,000 and 43,000 
long tons, respectively. 

The Commission formulated a national-security clause in the contract of sale 
for each producing facility. The clause assures the availability of each of those 
facilities, or facilities of equivalent capacity, for the production of synthetic 
rubber or its component materials for a period of 10 years from the date of 
transfer. 

All disposals have been approved by the Attorney General, in a letter of advice 
and findings incorporated in the report. 

GR-S plant disposal has been aimed at two objectives. The first was the 
disposition of these copolymer plants so that they may effectively compete with 
each other, with no one company dominant in the field. Secondly, the market 
position of small businesses and nonpurchasers of plants is safeguarded by the 
disposition of major plants to nonrubber fabricators and by requiring a conmnit- 
ment from each copolymer plant purchaser to make available for small businesses 
a specified portion of capacity. 

The Commission received proposals for the 2 butyl plants only from subsidi- 
aries of the Standard Oil Co. Faced with the statutory necessity of selling at 
least 1 butyl plant, the Commission contracted for the sale of both plants to 
subsidiaries of Standard, 1 sale, however, carrying a contractual commitment 
that the purchaser will, subject to stated condition, resell within 3 years to 4 
nonaffiliated company, should such purchaser interest develop. Butyl contracts 
contain commitments by the purchasers to make butyl rubber available to small 
businesses, 
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The total unrecovered cost of the synthetic rubber program to the American 
people is $272,918,800. This sum is composed primarily of wartime losses from 
rubber sales, losses on earlier plant disposals, other nonoperating loses, and the 
net book value of the facilities. Contract sales prices (less current assets) 
represent the return to the people of 96.6 percent of their total unrecovered 
investment. 

Plants recommended for sale by States, the purchasers and the prices paid 
for the facilities follow: 


CALIFORNIA 


The copolymer plant in Los Angeles, the petroleum butadiene plant in Torrance 
and the styrene plant in Los Angeles to the Shell Chemical Corp. for $30 million. 

The petroleum butadiene plant in El Segundo to the Standard Oil Co. of Cali- 
fornia for $1,500,000. 


CONNECTICUT 


The copolymer plant in Naugatuck to the United States Rubber Co., for 
$3,200,000. 

The DDM (dodecyl mercaptan) chemical plant in Naugatuck to the United 
States Rubber Co., for $60,000. 


KENTUCKY 


The copolymer plant is Louisville to the American Synthetic Rubber Corp., 
which is owned by 29 manufacturing companies having plants in 21 States for 
2,340,000. 


LOUISIANA 


The copolymer plant in Baton Rouge to the Copolymer Corp., which is owned 
by 7 manufacturing companies, for $5 million. 

The petroleum butadiene plant in Baton Rouge to the Copolymer Corp. for 
$5 million. 

The butyl rubber plant in Baton Rouge to the Esso Standard Oil for $14,857,000. 

The copolymer plant in Lake Charles to the Firestone Tire & Rubber Co. for 
$11,650,000. 

The petroleum butadiene plant in Lake Charles to Petroleum Chemicals, 
Inc., owned equally by Cities Service Co. and Continental Oil Co., for $16 
mnillion. 


OHIO 


A copolymer plant in Akron to the Firestone Tire & Rubber Co. for $2,250,000. 
A copolymer plant in Akron to the Goodyear Synthetic Rubber Corp., a 
subsidiary of the Goodyear Tire & Rubber Co., for $2,075,000. 


PENNSYLVANIA 


The alcohol butadiene plant in Kobuta to Koppers Co., Inc., for $2 million. 


TEXAS 


The petroleum butadiene plant in Baytown to the Humble Oil & Refining 
Co. for $8,886,000. 
tan butyl rubber plant in Baytown to the Humble Oil & Refining Co. for 

7,500,000. 

The copolymer plant in Borger to the Phillips Chemical Co., a subsidiary of 
the Phillips Petroleum Co., for $4,525,000. 

The petroleum butadiene plant in Borger to the Phillips Chemical Co. for 
$19,100,000. 

The copolymer plant in Houston to the Goodyear Synthetic Rubber Corp., 
a subsidiary of the Goodyear ‘Tire & Rubber Co., for $11,889,000. 

The petroleum butadiene plant in Houston to the Food Machinery & Chemical 
Corp. for $24,187,000. 

A copolymer plant in Port Neches to the Goodrich-Gulf Chemicals, Inc., 


— equally by the B. F. Goodrich Co. and the Gulf Oil Corp., for $13 
nition, 





290 


A copolymer plant in Port Neches to the Texas-United States Chemical Oo., 
owned equally by the Texas Co. and the United States Rubber Co., for $11,500,000. 

The petroleum butadiene plant in Port Neches to the Goodrich- ‘Gulf Chemicals, 
Inc., and the Texas-United States Chemical Co. for undivided half interests 
for $53 million. 

Transmitted with the Commission’s report is a supplementary volume which 
contains the full text of all proposals received, basic forms of contracts of sale, 
and appendexes of all contracts signed. 

Mr. Gary. Do you have the full report? 

Mr. Rossrns. This is the full report, Mr. Chairman, except for an 
appendix which included details of all the contracts, but this is the 
main report of the Commission to the Congress. 

Mr. Gary. Will you furnish copies of this for the committee? 

Mr. Rossrys. I shall be very glad to, sir. 

Mr. Canrietp. Will you yield, Mr. Sieminski ? 

Mr. Sremrinsx1. Yes; of course. 

Mr. Canrtetp. Mr. Robbins, I believe that there have been some 
very fine editorials in New York metropolitan press and other news- 
papers of the country commending the Commission and also your 
approach to this problem. 

Mr. Rogsrns. At the time that this report was submitted to the 
Congress and the press release was given out there were a great many 
stories in different newspapers on the report, and there was a good 
deal of editorial comment, all of which, to the best of my knowledge, 
has been very commendatory 

Mr. Canrievp. Thank you, Mr. Sieminski. 


TAXES ON DISPOSED FACILITIES 


Mr. Stemtnskt. May I, for the purpose of refreshing our informa- 
tion at this point, Mr. Robbins, and Mr. Chairman, inquire whether 
there is a disposal factor here that future Congresses might use in 
order to determine when it is advisable to guide a public corporation 
into the stream of private enterprise ? 

Was the deciding factor in the sale and turnback here taxes? Would 
the Government collect more revenue from these rubber plants being 
operated in private channels than it could create income for users 
which in turn could be,taxable? I suppose the net gain to the Gov- 
ernment rested in disposal of the plants rather than retention with its 
cost of operation. 

Mr. Wiutson. Will the gentleman yield? 

Mr. Sreminski. Yes, gladly. 

Mr. Witson. I am not attempting to answer your question, Mr. 
Sieminski. I am just wondering if that was not somewhat answered 
previously by Mr. McKinnon when he stated that companies would 
buy those plants and operate them at a loss. Therefore it would not 
return more revenue to the Government in taxes, but it would be a 
charge off against taxes. It would result in a loss of taxes to the 
Government rather than more taxes being returned on the Government. 

Mr. Sremrnski. I think a year or so ago Mr. Cravens mentioned 
that one of the things that led us te move forw ie in this program 
was the fact that there would be taxes coming to the Government in 
some form through the private operation of these facilities. 

Mr. Wison. But not if they operated at a loss. 

Mr. Gary. No; the loss provision related to tin, not rubber. 
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Mr. Wirson. Just to tin alone? 

Mr. Gary. Yes; but the answer to it is that the United States Gov- 
ernment went into the rubber program only as an emergency measure 
during the war to provide the Government with rubber. It never had 
any idea of going into the business of producing rubber permanently. 
The war emergency is over, and we no longer need the rubber for 
war purposes. We are trying, therefore, to get production back into 
the hands of private enterprise in accordance with our free enterprise 
system. The fact that we are disposing of the plants to private enter- 
prise means that the earnings from them will be taxable, and that 
there will be taxes coming into the Government, but the controlling 
factor is that the United States Government was not organized to 
conduct a rubber business, and the only reason we ever went into it 
was on account of the war. 

Mr. Stemrinskr. What I am leading to, Mr. Chairman and Mr. Rob- 
bins, is that a facility may be built on the basis of either a war emer- 
gency or under conditions of economic stress, which, when either 
subsides, requires us to guide the facility into the stream of private 
enterprise. In the operation of an industry created during a war 
emergency there might well be developed peacetime byproducts, 
such as the development of useful but rather expensive atomic energy 
created as a byproduct in the manufacture of the atomic bomb; the 
war emergency passes, let us say; do we drop further experimenta- 
tion with atomic energy, or do we continue researching its develop- 
ment until such time as its production costs come within range of 
guiding it into the stream of private enterprise? Would that be one 
of the functions of your Corporation, Mr. Robbins? I use atomic 
energy as, of course, one of many, many possible Federal facilities 
projects. 

Mr. Rogsrns. Mr. Sieminski, I do not think that I am in a position 
to predict the future of the Federal Facilities Corporation after these 
two programs which it administers have been wound up, but it 
could be. 

Mr. Stemrnsxi. I asked Mr. Cravens about something like that. I 
had heard reports that Russia was trying to get into India with atomic 
power plant installations, and that she would ultimately try to get 
into Africa and South America as well. I asked Mr. Cravens whether, 
if we went into further research on atomic energy for industrial use, 
there would be sufficient private capital available to develop a private 
power project. As I remember, he said if we got into it, there would 
be enough private money for us to launch a private project. Suppose, 
however, private power sources do not become interested in this on a 
domestic scale lest it disturb their investment portfolios? Is Uncle 
Sam to sit by and watch continent by continent go under an atomic 
power plant setup, a setup which might well challenge our industrial 
supremacy? Do we in Government not have an obligation for leader- 
ship in that event? I hope there is an inclination on your part, Mr. 
Robbins, to hold fast ; not let go for liquidation too rapidly, especially 
if you see a vacuum developing, such as described above, using it, of 
course, as one of many possible examples. 

_[ hope you have someone in your group who is interested in such 
likelihoods. Do I make myself clear? 

Mr. Rogsrns. Well, that is something to be kept in mind. 
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Mr. Wuson. I think this subject has been very well covered by 
both our chairman and Mr. Canfield. 


HILL-BURTON FUNDS 


I would like to ask a question or so with regard to the Hill-Burton 
funds because I have had several requests for them. It seems folks 
are vague as to the administration of those funds. Can you tell usa 
little more about the procedure that one goes through in getting a loan 
from Hill-Burton funds for hospital construction ¢ 

Mr. Rozsins. [ am sorry, the Hill-Burton funds are entirely outside 
of my province. 

The Hill-Burton funds are used for grants, not for loans, and they 
are allocated to districts, according to the determination of priority 
for defense purposes. 

Mr. Wirson. That does not come under the Federal Facilities Cor- 
poration ¢ 

Mr. Rogsrns. It does not; no, sir. 

Mr. Witson. I heard you talking about that a while ago, and I 
thought you said that $7,500,000 was loaned out of that. 

Mr. Rogsins. Those were loans made under Federal civil-defense 
program, but they are not connected with Hill-Burton grants. 

Mr. Wuison. Do you know whether the funds borrowed under this 
civil-defense program have been used in any instance to match funds 
under the Hill-Burton program ? 

Mr. Rossgrns. I think not, sir. 

Mr. Wusson. That is all. 

Mr. Canrietp. Will you yield? 

Mr. Witson. Yes. 


LITTLE USE OF CIVIL DEFENSE LOANS 


Mr. Canrretp. Mr. Robbins, is it not true that. one of the reasons 
why you have not had more applications for these loans is because 
these hospitals have not been able to meet the requirements of the 
Federal Civil Defense Administration as to construction, and so forth! 

Mr. Rossrns. I think that there are 2 or 3 reasons. I think some 
hospitals are able to arrange private financing themselves. I think 
that happens in a great many cases, and I think that other hospitals 
whose applications might be certified by the Civil Defense Admin- 
istration cannot qualify from a credit standpoint. The requirements 
for making a loan are not only that there must be certification by 
the Civil Defense Administration, but also that there must be some 
reasonable assurance of repayment, and a great many of these plans 
just do not have it. 

Mr. Gary. It is also a fact that this $250 million was made avail- 
able back in 1950 at a time when there was some talk about. putting 
everything underground, building underground factories, garages, 
and shelters as a protection from the atomic bomb. This money was 
made available for projects of that kind. Subsequently it was deter- 
mined that this entire idea was wrong and, therefore, there has not 
been the demand for the funds that was anticipated; is not that true! 

Mr. Rosgstns.. I think that is true. 

Mr. Gary. Thank you, Mr. Robbins. 
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RFC LOANS, SECURITIES AND COMMITMENTS 


Mr. Rossins. Mr. Chairman, may I refer to a schedule of liquida- 
tion of these loans in order to bring out what progress has been made 
in the liquidation of the RFC ? 

Mr. Gary. Yes, sir; we shall be glad to have you insert it in the 
record. 

Mr. Rossrns. Thank you; I should like to do so. 

(The matter referred to is as follows :) 


RFC loans, securities and commitments 
[In millions of dollars] 


| 


Outstanding, Outstanding, Outstanding, |Net reduction to 
Sept. 28, 1953 June 30, 1954 Dec. 31, 1954 Dec. 31, 1954 


Num- Num- 


Num- 
Amount ber Amount ber 


Amount ber Amount 


— 


Num- 





Business enterprises: 
RFC portfolio . " 768 | $183.8 
RFC equity—pool loans ee 26. 2 


, 768 | 210.0 
Railroad loans and securities _ _--___- i ll 10. 5 
Preferred stock of banks and trust 

COMPARE... Lon ddl nddc oc cokes quill hs 10 30.3 
Securities of public agencies hs 170 33.0 


4,974 | 591.4 959 283. 8 





Outstanding Outstanding | Estimated net | Estimated net 
June 30, 1955 June 30, 1956 reduction to reduction to 
(estimated) | (estimated) June 30, 1955 June 30, 1956 





} 
Num- 
ber 


Num- | Num- Num- 


ber Amount |Amount 


Amount Amount 


Business enterprises: 
RFC portfolio 595 | $127.0 , $268. 
RFC equity—pool loans ; (17. 5) 


595 144.5 . 251.0 
10 9.9 , 4 73.9 
9 | 


aa 9 3. 26 32. 4 | 
155 | 9.6 } 57.0 | 

| | | res 
769 | 177.1 79.5 | 4,205 414.3 | 4,455 | 























Mr. Rossrns. On September 28, 1953, when the lending authority 
of RFC was terminated, the portfolio included, not including loans 
and securities which were later transferred to other agencies of the 
Government, 4,974 items, totaling $591 million. 

By December 31, 1954, that total had been reduced to $246,800,000, 
which is a reduction of $344,600,000. 

By June 30, 1955, we expect a further reduction to $177 million, 
and by June 30, 1956, to $80 million, which will mean an overall 
liquidation of these assets of $511 million out of the $591 million that 
the portfolio included on September 28, 1953. 

r. Gary. Thank you, Mr. Robbins. 

The committee will stand adjourned until Monday afternoon at 

| 1p. m., at which time we will take up the Bureau of Customs. 





Monpay, Frsruary 7, 1955, 
BUREAU OF CUSTOMS 
WITNESSES 


H. CHAPMAN ROSE, ASSISTANT SECRETARY OF THE TREASURY 
RALPH KELLY, COMMISSIONER 


DAVID B. STRUBINGER, ASSISTANT COMMISSIONER 


CHESTER A. EMERICK, DEPUTY COMMISSIONER, DIVISION or 
INVESTIGATIONS 


SALARIES AND EXPENSES 


Amounts available for obligation 


(Balances for June 30, 1954, are as certified under sec. 1311, Public Law 663) 





1954 actual | 1955 estimate | 1956 estimate 





Appropriation or estimate - - --- ; $41, 200, 00 
Reimbursements from non-Federal sources......_.__-._-----_- 5, 581, 024 5, 960, 000 5, 960, 00 
Reimbursements from other accounts_- Saatchi 250, 948 240, 000 240, 000 


Total available for obligation 5 sodbs AE Nominee abe pene 46, 331, 972 46, 196, 300 47, 400, 00 
Unobligated balance, estimated savings —325, 749 


Obligations incurred 46, 006, 223 46, 196, 300 | 47, 400, 00 on 





Nore.—Reimbursements from non-Federal sources above are funds received for customs service for over- 
time pay and miscellaneous services, pursuant to the Tariff Act of 1930, as amended. 


Obligations by activities 








Description 1954 actual | 1955 estimate | 1956 estimate 


— — 


Direct Obligations 


. Assessment and collection of duties, taxes, and fees $30, 223,292 | $30, 185, 800 $31, 033, 0 
. Appraisal of imported merchandise 4, 989, 540 5, 023, 300 5, 103, 0 
. Investigations of violations of customs and related laws and 
regulations. _______- 1, 936, 140 1, 934, 900 2, 208, 100 
. Audit of collection and merchandise accounts = 992, 569 829, 900 829, 90 
5. Analysis and identification of merchandise for tariff pur- 
poses 718, 570 719, 600 726, 80 
i a cl a a let cae nile 1, 314, 140 | 1, 302, 800 1, 303, 300 


Total direct obligations. ...........--. SE cil Be uk 40, 174, 251 39, 996, 300 41, 200, 00 
Obligations Payable Out of Reimbursements 


Reimbursements from non-Federal sources: 
1. Assessment and collection of duties, taxes, and fees. ---- 5, 507, 653 

2. Appraisal of imported merchandise_- . 4 66, 181 

3. Investigations of violations of customs and related laws 
and regulations : 6, 787 

5. Analysis and identification of merchandise for tariff pur- 
SUNIL .<1n14-diad Rinku ontdipehacasnats tangent watered amen 403 

Total obligations payable out of reimbursements 
from non-Federal sources _------ éédalistodacd ae 5, 581, 024 5, 950, 000 


Reimbursements from other accounts: 
1, Assessment and collection of duties, taxes, and fees_- -- 231, 319 229, 400 

3. Investigations of violations of customs and related laws 
and regulations . : 11, 829 14, 600 

5. Analysis and iden tification of merchandise for tariff pur- 
<i tnt aie Gams cclaep taeine cea ene etic y and 7, 800 


Total obligations payable out of reimbursements | 
from other accounts ............-.sisesoesesctden 250, 948 





Total obligations payable out of reimburseménts - -- 5, 831, 972 
Obligations incurred Sees 46, 006, 223 











stimate 


, 400, 000 


, 400, 000 


for over- 


stimate 


Total number of 
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Obligations by objects 


Object classification 


Summary of Personal Services 


ermanent positions 
Full-time equivalent of all other positions 
,verage number of all employees- - - 
Number of employees at end of year 


Average salaries and grades: 
General schedule grades: 
Average salary _.----- 
Average grade. ___ 


Personal service obligations: 
Permanent eytey pap oe 
4 ositions other than permanent. 
Regular pay in excess of 52-week base. 
Payment above basic rates_. 


Total personal service obligations. ---- 
Direct Obligations 
Personal services 
Travel__ 


Transportat ion of things. om 
Communication services. - --- 


Rents and utility services... -- 5 Pkt ASL te 


Printing and reproduction. --- 

Other contractual services. __........--.....---------- 
Raperre Si SUNS ook. sachin snaocpnecsowsan wird 
Equipment_ 

Lands and structures 

Refunds, awards, and indemnities 

Taxes and’assessments.._..........-..--..--- 34 4edg 


Subtotal 


Total direct obligations 


Obligations Payable Out of Reimbursements 


T Tenens ae a a 
Communication services 

Rents and utility services. 

Printing and reproduction 

Other contractual services 

Supplies and materials 

Equipment 

Lands and structures 

Taxes and assessments 


Total obligations payable out of reimbursements 


Obligations incurred _-___-_._-- Pe eee stmninthe bint 


| 


| 1954 aetual 


| 1955 estimate | 1956 estimate 














$37, 449, 828 | 


.| 368, 991 


148, 423 | 
5, 693, 124 | 


43, 660, 36, 


37, 951, 475 


306, 268 | 


431, 013 

j 415, 949 
we 80, 473 
150, 881 
264, 730 


ao 321, 055 | 
200, 823 | 
2,214 |...- 


49, 231 


20, 669 


40, 194, 881 
20, 630 


40, ‘174, 251 


$37, 214, 700 | 
359, 000 

148, 600 | 

6, 156, 000 | 


43, 878, 300 | 


37, 784, 300 | 
279, 000 | 
430, 000 
440, 000 

75, 000 
125, 000 | 

309, 000 | 

325, 000 

150, 000 | 


20, 000 | 


| 40, 017, 300 | 
21, 000 


$37, 803, 360 
3380, 000 
149, 500 

6, 581, 800 


m a4, 660 


38, $27, 
326, 7 
445, 6 
440, 

75, 
125, 
331, 
325, 


41, 221, 000 
21, 000 


39, 996, 300 | 





5, 708, 881 
34, 241 


saad 2, 395 | 


4, 308 
1, 537 
39, 386 | 
9, 275 
10, 812 
18, 917 


5, 831, 972, 


_..| 46, 006, 223 


Analysis of expenditures 


| 6, 094, 000 
32, 000 | 
2, 500 | 
4, 500 | 
,. 500 | 
33, 000 | 
7, 500 | 
11, 000 


46, 196, 300 


41, 200, 000 


6, 087, 000 
32, 000 

2, 500 

4, 500 

1, 500 

33, 000 

7, 500 

11, 000 

21, 000 


47, 400, 000 


(Balances for June 30, 1954, are as certified under sec. 1311, Public Law 663, excluding ‘‘Revolving fund 
for reimbursable services’ transfer) 


Obligated balance brought forward 
Adjustment in obligations of prior years 
Obligations incurred during the year 


Reimbursements 
Obligated balance carried to certified claims accounts 
Obligated balance carried forward 


Total expenditures 
Expenditures are distributed as follows: 


Out of current authorizations 
Out of prior authorizations 


1954 actual 


$3, 307, 546 
6, 717 
46, 006, 223 


49, 320, 486 
—5, 831, 972 

—20, 708 | 

—\, 78%, 582 | 


41, 671, 224 


7 


| 1955 estimate | 1956 estimate 


# $1, 787, 582 


47, 983, 882 | 

—6, 200, 000 
—3, 000 

—1, 700, 000 | 


| 4 40, 080, 882 | 


$1, 700, 000 


49, 100, 000 
—6, 200, 000 
—3, 000 
—1, 950, 000 


40, 947, 000 








38, 421, 384 
3, 249, 840 


38, 346, 300 | 
1, 734, 582 | 








39, 300, 000 
1, 647, 000 
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Mr. Gary. The committee will come to order. We take up today 
the request of the Bureau of Customs. We have with us Mr. Kelly, the 
new Commissioner of Customs. 

I believe, Mr. Kelly, this is the first time that you have appeared 
before our committee, and I take pleasure in welcoming you to the 
committee; we will be very glad to hear from you at this time. 


STATEMENT OF COMMISSIONER KELLY 


Mr. Ketxy. I have a statement here, Mr. Chairman, if I may read it. 

Mr. Chairman and members of the committee, it is a privilege for 
me to appear before you today as Commissioner of Customs. I firmly 
believe there is no finer organization, public or private, than this old 
and honored service. You gentlemen have known for many years 
of its outstanding record as a major law enforcement and public serv- 
ice arm of our Government. Insofar as I am able, this record will be 
maintained and, if possible, improved in the future. 


MAJOR DEVELOPMENTS SINCE LAST YEAR 


As a prelude to a discussion of our 1956 estimate itself, I believe 
you will be interested in a brief rundown of the major developments 
which have taken place in our service since the Acting Commissioner 
appeared before you last year. 

1. Reduction in liquidation backlogs: During calendar year 1954 
the number of formal entries ready for final liquidation was reduced 
from nearly 350,000 to under 200,000, a reduction of approximately 
43 percent. This achievement was attained in part through one of 
the provisions of the Customs Simplification Act of 1953, which made 
it possible for us to adopt more modern and economical audit. proce- 
dures. In addition, through intensive analysis of the reasons behind 
nonliquidation and prompt followup of improved procedures, it was 
possible to increase substantially the number of liquidations per man- 
year. 

2. Reduction in backlog of value determination investigations : That 
means foreign value investigation. In the early spring of 1954 there 
was a backlog of more than 160 value determination investigations on 
hand in our London office. Because of these outstanding investigation 
requests, approximately 8,000 entries had been withheld from ap- 
praisement, and consequently from liquidation. Early in April a 
group of experienced appraising officers was detailed temporarily to 
the London office for the express purpose of reducing this backlog. 
During the last 3 months of the past fiscal year this group success- 
fully eliminated the London backlog, thus permitting appraisement 
and liquidation of the 8,000 entries previously held up. At the same 
time, these men held forums in several industrial centers to acquaint 
British trading interests with United States customs laws and how 
they could help to expedite their shipments through United States 
customs. We have received several expressions of appreciation for 
this work. 

3. Simplification of documents required for customs purposes: 
Both truck and rail carriers are benefiting from simplified documenta- 
tion requirements for shipments of merchandise moving intransit 
through the United States in the importing vehicle between ports of 
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Canada or Mexico. The use of a common bicountry, Canada-United 
States seal, which was originally designed for rail shipments, has 
recently been extended to truckload lots of merchandise moving be- 
tween ports in one country via the territory of another, thereby reliev- 
ing trucking concerns of duplicate sealing operations. 

A third simplification under this heading has been the recent relaxa- 
tion of the requirements for certified (consular) invoices for ship- 
ments valued under $500. This reduction in paperwork was made 
possible by a provision of the Customs Simplification Act of 1953. _ 

4, Acceptance of entry documents prior to arrival of merchandise : 
In order to prevent delay in the processing of entry papers during 
peak workload periods, we have authorized collectors of customs to 
accept entry documents in the customhouse for preliminary examina- 
tion and processing before the merchandise arrives within the limits 
of the ports. The new procedure makes it possible to spread out the 
peak workloads, particularly those occurring immediately after a 
weekend or a holiday. 

5. Refunding of internal revenue taxes: Collectors of customs have 
been authorized to make refunds of excess payments of internal reve- 
nue taxes on imported merchandise, as well as of excess duties, in 
order to expedite the payment of such refunds to importers. Prior 
to this time the two types of refunds were handled as separate trans- 
actions, one by Customs and one by the Internal Revenue Service. 

6. Publications: One new publication and two revisions of out- 
standing publications are being issued to facilitate and expedite the 
processing of merchandise through customs. The new publication 
will make a presentation of the marking requirements in a form readily 
understandable by those not familiar with the technical language of 
the various laws governing marking of imported merchandise. Cus- 
toms Information for Exporters to the United States and Customs 
Hints for returning travelers have both been revised and brought 
up to date, particularly with respect to the changes which have been 
effected as a result of the Customs Simplification Act of 1953. 

7. Coal-tar products reference file: Importations of coal-tar prod- 
ucts, and these are mostly dyes, were causing importers considerable 
uncertainty as to the basis of appraisement and, consequently, as to 
the amount of duties that would be assessed on these importations. 
This was because many varieties of coal-tar products must be appraised 
on the basis of the American selling price. Previously there were 
considerable or and complications in ascertaining the basis of 
appraisement, and in those cases where the American selling price was 
the basis the dutiable value of these products was difficult to deter- 
mine. The problem has been solved by the adoption of new invoic- 
ing regulations which require the foreign exporters to furnish detailed 
technical information concerning these products so that they can be 
readily and easily compared with a master reference file on coal-tar 
products produced by American firms. This file is being established 
by the customs chemists at New York. In addition to the obvious 
advantages to importers, the new arrangements also provide more 
protection to United States producers while reducing litigation and 
expediting customs appraisement work. 

8. Aids to travelers: In addition to the reprinting of the Customs 
Hints leaflet, referred to above, substantial improvements have been 
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made in the procedures for releasing merchandise exempted from duty 
as tourists’ purchases but w hich arrive unaccompanied after the 
tourists have returned to this country. That is. purchases made 
abroad and sent home separately. Under the new procedure, tourists 
are relieved of the inconvenience and delay previously encountered 
in having to wait until their claims for exemption from duty were veri- 
fied before gaining possession of the merchandise. The merchandise 
is now released and the claims are verified on a postaudit basis. 

Closely related to the aid to travelers’ category, are the simplified 
entry procedures which have been instituted covering the temporary 
import: itions of air and water craft and vehicles in order to partici- 
pate in sporting events. The new provisions authorize the entrance 
of such craft and vehicles on a simple touring permit when no money 
purses are to be awarded. Where money prizes are involved, entry 
requires a bond but without the usual surety or cash deposit to sup- 
port it. 

In summary, Mr. Chairman, 1954 has been a noteworthy year in the 
continuing efforts of the customs service to improve and make more 
efficient its operations so as to eliminate difficulties in processing goods 
through customs and to facilitate customs procedures for travelers, 
In addition, significant internal administrative improvements have 
been effected, which have, among other things, brought us within sight 
of our long-sought goal of eliminating the backlogs of unliquidated 
formal entries. 

And we are not stopping, or resting on our oars. At the port of 
New York, for instance, a committee of steamship company represent- 
atives, customs officers, and others interested in shipping operations 
has been organized to make a study of the causes of delays in handling 
passenger arrivals at that port. As you realize, customs is just one 
link in the chain. The study is covering not only customs procedures 
but the handling of baggage by porters, taxi service from the piers, 
baggage unlading me thods, and other factors which affect the rate of 
processing passengers. Recently the collector of customs at New 
York visited several European countries to survey the baggage exam- 
ination procedures of those countries. As a result of this visit and of 
the work of the committee, several tests of possible improved methods 
of clearing passengers and baggage are now being conducted. 

We are also consideri ing the “feasibility of per mitting air passengers 
arriving from Bermuda to make oral baggage declarations under cer- 
tain conditions instead of written declarations. There is also under 
consideration the possibility of extending to Bermuda and to several 
additional places preflight customs clearance of air passengers at the 
last foreign point of departure for the United States. 

In his recent message to the Congress on foreign trade policy, the 
President recommended an increase in the amount of tourist purchases 
which may be exempted from customs duties and taxes from $500 to 
$1,000. Such legislation would permit a substantial simplification of 
our baggage-examination procedures. Of course, in connection with 
any such changes we will work very closely with the Department of 
Agriculture which has primary responsibility for preventing the in- 
troduction of prohibited plant and meat products into this country. 
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BUDGET ESTIMATES FOR FISCAL YEAR 1956 


Mr. Chairman, I would like to turn now directly to our appropria- 
tion estimate for fiscal year 1956. First of all, it may be noted that 
we are absorbing the cost of the Federal employees group life insur- 
ance program and certain increased overtime costs under the Fringe 
Benefits Act. During the current fiscal year, these items are estimated 
to cost $109,000 and $30,000, respectively. In 1956, the full annual 
costs will be $131,000 and $45,000. Thus an additional $37,000 is 
being absorbed next year with offsetting reductions in full-time per- 
sonal services funds. I will now outline the major purposes for which 
increased funds are requested. 


INCREASED FUNDS REQUESTED FOR 1956 


Of the $1,203,700 increase requested for 1956, $719,000, or about 60 
percent of the total, results directly from the recently passed Fringe 
Benefits Act, Public Law 763, with which you are undoubtedly 
familiar. This increase will enable us to comply with the following 
provisions of this act: (1) Elimination of C. P. C. (crafts, protective, 
custodial) series, which is estimated to cost $331,000; (2) payment of 
uniform allowances, which are estimated to cost $328,000; and (3) 
payment of premium compensation for irregular and unscheduled 
overtime, which is estimated to cost $60,000. 

The remaining 40 percent, or $484,700, of our requested increase 
covers program-type activities which will enable us to do a better job 
in the following areas: (1) Increased segregation and examination 
of foreign mail so as to further restrict the importation of political 
propaganda and to reduce transportation and handling costs now 
incurred by the Post Office Department, at an estimated cost of 
$139,300; (2) then we propose increased staffs in our overseas offices 
so that we may keep abreast of the market-value and dumping investi- 
gations. This will amount to an estimated cost of $200,400; and (3) 
reclassification of certain enforcement positions to improve the effec- 
tiveness of our port patrol force, at an estimated cost. of $70,000. 
The remaining $75,000 is to provide sorely needed replacements of 
automobiles and other equipment in our offices. Although the above 
increase for mail operations is not designed to produce additional 
revenue, it is likely that increased revenue will result as a byproduct, 
and may equal or exceed the additional costs. 

And now, Mr. Chairman, with your permission, I would like to have 
Mr. Strubinger cover in somewhat greater detail the items for which 
increases are requested. 

_Mr. Gary. Mr. Strubinger, we will be glad to hear from you at this 
time. 


STATEMENT OF ASSISTANT COMMISSIONER STRUBINGER 
ELIMINATION OF CPC SERIES 


_Mr. Srruprncer. Referring to the detail of our request for addi- 
tional funds, the first item we have is the elimination of CPC (crafts, 
protective and custodial) series. 

The Fringe Benefits Act, Public Law 763, approved September 1, 
1954, provided, among other things, for the elimination of the CPC 
schedule of wage rates. This elimination was to be accomplished in 
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two ways. First, certain types of employees are to be transferred 
from the CPC series to the local prevailing wage-rate method of 
determining rates of pay. Secondly, the remaining CPC positions 
are to be transferred to the general schedule series. 

I will discuss first the category of employees being transferred from 
the CPC series to local prevailing wage rates. In the words of the 
act “employees in recognized trades or crafts * * * or in unskilled, 
sonaienad or manual labor occupations * * *” shall be paid in ac- 
cordance with local prevailing wage rates paid for such employment 
outside the Federal Government. By far the largest group of customs 
employees affected by this legislation are the customs laborers. These 
men are engaged primarily in weighing and sampling operations, 
although other miscellaneous laboring jobs are also involved. Such 
men are now paid in grade CPC-3 with rates ranging from $1.23 to 
$1.46 per hour. Prevailing wage-rate data indicate that their new 
rates of pay will be substantially higher, up to as much as $2.25 per 
hour in New York, where the largest number of customs laborers is 
employed. We also have a few other miscellaneous positions such as 
truck drivers, electricians, mechanics, etc., which will be changed. In 
all, approximately 315 customs employees will be affected by this 
statutory change in the method of determining the rate of payment 
for their services. It is estimated that the annual rate of pay for these 
employees will be increased by $310,000 in fiscal year 1956. 

he conversion of the remaining CPC employees to the general 
schedule series is of much smaller significance budgetarily. The posi- 
tions affected by this change are primarily those of port patrol officer 
and those of appraisers’ guards. In each such case, the conversion is 
to the next higher general schedule rate and only small increases, 
amounting to $21,000 in 1956 over 1955 are anticipated. 


PREMIUM COMPENSATION FOR IRREGULAR AND UNSCHEDULED OVERTIME 


The Fringe Benefits Act also provided for certain special types of 
premium compensation in unusual situations. One such provision 
established a pay differential not to exceed 15 percent for criminal 
investigators who perform substantial amounts of irregular and un- 
scheduled overtime not compensated for under other sections of the 
law. The Civil Service Commission has defined “substantial” as not 
less than 6 hours per week of such irregular and unscheduled overtime. 
In the Customs Service our customs agents or investigators fall within 
the provisions of this law. Records, which have been maintained by 
our supervising agents throughout the country, show that approxi- 
mately 80 or nearly half of our total customs agents are eligible for the 
15-percent differential. The 15 percent may be paid only on the first 
$5,060 of an employee’s pay. All of our customs agents eligible for 
this differential have salaries in excess of this amount. Therefore, 
each such man will be eligible for an annual differential of $759. For 
80 men this would represent a total annual increase of $60,720. For 
rounding purposes, this estimate has been reduced to an even $60,000. 


UNIFORM ALLOWANCES 


Title IV of the Fringe Benefits Act also authorized the appropria- 
. 5 . 
tion of funds for the payment of uniform allowances to employees 
required to wear uniforms by regulations in effect on the date ot 
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approval of that act. Customs inspectors, port patrol officers, guards, 
and miscellaneous other employees come under the provisions of this 
law. We have carefully considered the alternative of supplying uni- 
forms to our employees, and I am satisfied that such a procedure would 
be far more expensive and far more difficult to administer than will 
be the payment of appropriate allowances. We believe that the allow- 
ance should be based upon the actual annual cost to the employees of 
providing the uniform items prescribed by the regulations. Based 
on reports from representative districts throughout the country, we 
have found that the actual annual cost is in excess of the $100 maxi- 
mum for customs inspectors and port patrol officers and is approxi- 
mately $70 for appraisers’ guards. The total estimated annual cost 
of $328,000 is computed by multiplying the number of men in the 
uniformed force by the proposed allowance. Also provided for are 
our summer seasonal inspectors, for whom we propose a payment of 
$45 per annum, and our verifiers, who are required to wear a uniform 
cap while on duty. We have also requested a language insertion to 
authorize the use of appropriated funds for this purpose. 

The second major category of items for which increased funds are 
requested is of a program nature. 


INCREASED SEGREGATION AND EXAMINATION OF FOREIGN MAIL 


The requested increase under this heading is subdivided into two 
categories. First, in order that we may strengthen our review of in- 
coming mail to further restrict the importation of political propa- 


| ganda under the provisions of the Foreign Agents’ Registration Act 


of 1938, as amended, funds are provided for the employment of 7 
translators and 17 clerk-mail segregators. I believe the nature and 
importance of this work are familiar to the members of this commit- 
tee and I will not dwell further on this item. 

The second portion of the mail operations increase requested will 
provide 17 additional clerks (mail segregators) who will complete 
the customs treatment of a large volume of special types of mail par- 
cels at the port of arrival. The types of packages which can be han- 
dled in this manner are spelled out in our formal justification state- 
ment. Under present arrangements, such packages are not handled, 
customswise, at the port of arrival if their ultimate destination is out- 
side the postal distribution area of that port. In such cases the pack- 
ages are transported by the Post Office Department to a customs mail 
processing port within the mail distribution area of the addressee. 
They are cleared by customs at that port, and are then delivered by the 
Post Office Department to the ultimate addressee. If such. packages 
can be examined and final customs action on them taken at the port of 
first arrival, the post office can dispatch these parcels directly to the 
ultimate addressee rather than through another customs port. It is 
believed that the savings in transportation costs to the Post Office 
Department will be at least equal to the additional manpower costs to 
customs. Equally imporant, however, is the elimination of delays in 
delivery now caused by the circuituous routing of such packages. 
eee total estimated 1956 cost of these mail operation increases is 
9139,300. 
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ADDITIONAL OVERSEAS STAFF FOR MARKET VALUE AND DUMPING 
INVESTIGATIONS 


Commissioner Kelly referred earlier in his statement to the progress 
that was made last spring in reducing the backlog of value-determina- 
tion investigations which existed at that time in the British Isles. A 
similar though not quite so seriously aggravated situation exists in 
several other parts of the world. The situation is becoming further 
complicated as State Department overseas staffs, who have been per. 
forming many such investigations on our behalf, are being reduced, 
and, under the press of regular diplomatic and consular duties, have 
quite naturally accorded to customs investigations a very low priority, 
It is proposed to assign 10 additional investigators, with related 
clerical assistance, to the European area, 1 additional man to Canada, 
and 3 new investigators to the Far East. These assignments will per- 
mit us to make necessary value and dumping investigations promptly 
and efficiently. One result will be to reduce the number of entries 
which are held open in this country pending such value determina- 
tions to a minimum figure. The estimated 1956 cost of this project is 
$200,400, including substantial amounts of travel, transportation, and 
overseas allowances applicable to such assignments. The details with 
respect to this proposal are set out in our formal justification state- 
ment and we shall be glad to discuss them with you if you care to do so. 


RECLASSIFICATION OF CERTAIN ENFORCEMENT POSITIONS 


During the past few years we have given a great deal of serious 
study to possible methods of improving the effectiveness of our port 
patrol force, which, as you know, is the primary enforcement arm of 


the collectors of customs. We have come to the conclusion that less 
use of fixed-post guarding and mobile patrols, with increased emphasis 
on undercover activities will result in larger seizures of contraband. 
The more careful selection of vessels for searching, and the use of en- 
forcement officers actually to open and inspect limited quantities of 
imported cargo for hidden, illegal importations has also produced in- 
proved results. Such duty assignments require greater individual in- 
tiative, and therefore, have been determined by the Civil Service Com- 
mission to constitute higher grade duties insofar as the classification 
of these positions is concerned. It is estimated that based on the new 
position standards, approximately 300 pret patrol officers will be ell- 
gible for reclassification from grade GS-5 to grades GS-6, 7, and 8. 
Such reclassifications will result in a net increased cost amounting to 
$70,000 in 1956 over 1955. 
EQUIPMENT 


The last major item of increased funds requested is for additional 
equipment replacements throughout the Customs Service. $30,000 of 
the $75,000 increase requested would provide for the replacement of 
an additional 25 automobiles annually. Under present authority we 
may replace only 50 out of our 600 automobiles each year. This means 
that a car must be operated on the average for 12 years before replace- 
ment can be made. I believe you will agree that it is only under un- 
usually rare circumstances that a modern automobile will operate 
efficiently and economically for such a long period of time. General 
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Services Administration replacement standards provide for a 6 year- 
40,000 mile replacement program. Such a program would call for the 
replacement of 100 customs automobiles each year. This estimate 
provides for 75 replacements per year, or the replacement of each 
automobile on the average once every 8 years. I believe this will spell 
real economy in the long run. 

Other additional equipment for which funds ‘are requested include 
2 large scales, 1 in New York and 1 in Philadelphia; an additional 
fork-lift truck in the appraiser’s operations, and miscellaneous other 
replacements of laboratory equipment, adding machines, calculators, 
typewriters, and other items. All of these replacements will serve to 
help the limited manpower available to more efficiently carry out their 
essential customs duties. 


SUMMARY OF INCREASES REQUESTED 


In view of the fact that this statement is a part of the record, I 
have included, for ease of reading, a brief tabular outline of the pur- 
poses for which increased funds for 1956 are requested together with 
the amounts. 


A. Fringe Benefits Act costs: 
1. Conversion of CPC positions to local prevailing 
TI i a ee a cimmedased ate) $310, 000 
2. Conversion of CPC positions to GS series 
3. Premium compensation for irregular and un- 
scheduled overtime 
4. Uniform allowances j 828, 000 


$719, 000 


B. Program-type increases : 
. Increased segregation and examination of foreign 
mail 139, 300 
. Increased overseas staffs for value and antidump- 
a aes ees nceeatipnanaete enpeiotae 200, 400 
. Reclassification of certain enforcement positions.__ 70, 000 
. Additional equipment replacements______~--____ 


484, 700 


Total increase requested 1, 203, 700 


Mr. Chairman, and members of the committee, that concludes the 
opening statement, and we shall be glad to discuss with you any or 
all portions of the estimate, in whatever detail you may wish. Thank 
you. 

Mr. Ketxy. The next statement we have, Mr. Chairman, is one by 
Mr. Emerick, who is Deputy Commissioner in charge of the Enforce- 
ment. Branch. We can go ahead with that statement, or you can 
ask questions at this point, whichever is your pleasure. 

Mr. Gary. I think we might as well get all of the statements into 
the record. We will be glad to hear from Emerick at this time. 


STATEMENT OF Deputy COMMISSIONER EMERICK 


Mr. Emerick. Mr. Chairman and members of the committee, it 
has been my privilege to outline for you during the past several 
years’ hearings the principal developments in investigative and 
enforcement work of the Bureau of Customs. Fiscal year 1954 saw 
a substantial increase in the number of arrests made by customs officers 

58681—55—20 
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and in the number of convictions resulting from these arrests. There 

yas also a sharp increase in the appraised value of seized contraband, 
Security investigations pursuant to Executive Order 10450 added 
substantially to the investigative workload last year. The investiga. 
tion of those employees presently in sensitive positions has been 
completed and the reports submitted to the security officer of the 
Treasury Department. 


OFFICES AND INVESTIGATIVE PERSON NEL 


The Customs Agency Service maintains offices at all principal 
customs ports in the United States. Offices are also maintained in 
the following cities abroad: London, Paris, Frankfurt, Antwerp, 
Milan, Tokyo, Hong Kong, Habana, Mexico City, and Montreal. 

There are 173 customs agents, including supervisory personnel, sta- 
tioned at offices throughout the United States, and 20 Treasury repre- 
sentatives and Treasury attachés stationed in our foreign offices. 

Appropriated funds amounting to $1,930,500 were allotted to the 
Customs Agency Service for the fiscal year 1955, and $2,203,100 is 
requested for the budget year under consideration. 

The smuggling of narcotic drugs continues to be the most serious 
enforcement problem confronting Customs. The smuggling of dia- 
monds, the smuggling out of the United States of implements of war, 
and the smuggling of watches and watch movements into the United 
States are also major problems. 


SMUGGLING OF NARCOTIC DRUGS AND MARIHUANA 


The past fiscal year showed no apparent decrease in the number of 


attempts to smuggle illicit narcotics, which arrive from many parts 
of the world. Beyond much doubt there is more opium grown in 
southern Asia, including Iran, India, and China, than in all the rest of 
the world pe together, and a little of it comes to the United States 


to supply the diminishing number of opium smokers. 

Important seizures of opium were made in Baltimore and New York, 
both involving Pakistani seamen on British ships. Undercover work 
in those cases, including excellent cooperation with local police, per- 
mitted the seizure of more than 8 pounds of opium at Baltimore, 
and nearly 25 pounds at New York. The principals were convicted 
in both cases and received sentences of from 3 to 5 years each. 

Singapore was the source of 2014 ounces of heroin which alert cus- 
toms officers seized at New York from the chief steward of the steam- 
ship President Arthur while she was in port last February. This man 
received a 2-year sentence while his principal in San Francisco, con- 
victed of conspiracy, was sentenced to 3 years in prison. Singapore 
is also well known as probably the most important transshipment 
point in the world for illegal opium. 

Bangkok was the source of one of the largest recent seizures of 
heroin, comprising 2414 ounces which a customs officer found strapped 
to the bodies of 2 Chinese crew members of a vessel berthed at Staten 
Island, N. Y. This seizure tested 95 percent pure. 

Hong Kong, however, seems to be the immediate source of most 
of the heroin which reaches us from the Orient. Much of this, testing 
ro 97 percent pure, is known to be refined in the Portuguese colony 
of Macao. 
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Our largest seizure of heroin in recent years was made on Janu- 
ary 17, 1955, just recently, when customs officers in Los Angeles, acting 
on information received from our office in Hong Kong, found 5 pounds 
of the drug concealed between the skin of a vessel and a panel under 
the sill of a porthole. T—Two Chinese crew members were arrested. The 
information that resulted in that seizure came from the British 
authorities in Hong Kong. 

Our most active area from the overall narcotic enforcement point 
of view, of course, is the Mexican border. The traffic there imahidien 
every class of violators from petty addicts and users to important 
commercial smugglers. 

The ainimhend which appears along the Mexican border in the 
createst physical volume is marihuana, the wholesale traffic being 
centered around Laredo, Tex. Large dealers from New York, Chi- 
cago, Detroit, Houston, and elsewhere go there, proceed across to 
Mexico, and make their purchases, then return to accept delivery in 
places some miles back from the border. 

One of the cases most successful in the sense of rounding up all 
the main participants occurred last February 12, when, after several 
months’ investigation at Laredo, customs agents became aware of the 
current shipment to New York of a trunk containing 83 pounds of 
marihuana. On arrival there it was seized, and the New York middle- 
man arrested. With his cooperation the purchaser in Brooklyn was 
arrested. Thereafter it was possible to arrest the middleman in 
Laredo, and the Mexican seller when he visited Laredo. 

Other important seizures of marihuana made on the border, or by 
following smugglers from the border, are listed below. You will 
note there that they range from 1414 pounds up to as much as 140 
pounds at various places along the Mexican border. 





Number of | 


defendants Sentences 


| quantity 


Pounds | 
.1953 | Hebbronville, Tex. - 10244) 3 | 2 years, $500; 2 years, $500; 1 not 
| | reported. 

2 years each. 


i] 


15,1953 | Riviera, Tex_.. 
7,1953 | Laredo, Tex 
20,1953 | Calexico, Calif. 
5,1954 | Del Rio, Tex-- ‘ 
. 1954 | Hebbronville, Tex... -_- 
29,1954 | El Paso, Tex 
1,1954 | Hope, Ark__ 
Laredo, Tex a eels 
,1954 | Eucinitas, Calif. 
5,1954 | Austin, Tex 
3,1954 | Roma, Tex = 
5,1954 | McAllen, Tex ster 
17,1954 | Hebbronville, Tex. _ 
1954 | Laredo, Tex 
.1954 | Hebbronville, Tex 
19,1954 | Roma, Tex Sein P 
23,1954 | Houston, Tex_ et td i 4316 
. 25,1954 | Pharr,. Tex ‘ L 71 
t. 28,1954 | Hidalgo, Tex : ; 2914! 


_ 


| 3 years. 


13 months; 1 not reported. 
| 3 years each. 
| 13 months; 1 not reported. 
| Not reported. 
746 years; 5 years. 
3 years, $300; 1 dismissed. 
| Not reported. 
| Do. 
Do. 
Do. 
3 years each. 
Not reported. 
Do. 
Do. 
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The Mexican border likewise affords its quota of opium. On Octo- 
ber 19, 1958, 16 pounds of smoking opium was seized at Nogales, 
Ariz., with the arrest of 3 important dealers. On November 2, 1953, 
1414 pounds of smoking opium was found inside the spare tire on the 
automobile driven by a Mexican railroad special agent, who was 
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subsequently sentenced to 30 months, and fined $100. On January 2), 
1954, after a chase at 100 miles per hour, in which the smugglers’ car 
was wrecked, 4 pounds of smoking opium was seized at San Luis, 
Ariz., from 2 violators who were later sentenced to 3 years and 2 years, 
On June 28, 1954, 4 pounds 6 ounces of smoking opium was seize; 
at Calexico, Calif., from 3 men returning from Mexico. One of thes 
received a 5-year sentence and $400 fine, another a 3-year sentence an 
$9200 fine. On July 10, 1954, culminating a joint undercover investi. 
gation, seizure was made at Yuma. Ariz., of 4 pounds 2 ounces of 
smoking opium and 4 pounds of crude opium which the violator ha 
just smuggled from Mexico. 


SMUGGLING OF HEROIN FROM MEXICO 


Unfortunately the smuggling of heroin from Mexico seems on the 
increase, as indicated by the following substantial seizures—the sei- 
zures you will note range anywhere from 3 ounces to as much as 33 
ounces. 


Number | 
uan- 
Quan of de- 


. a 
tite Sentences 
P fendants 


Ounces 
Sept. 11,1953 | San Diego, Calif__.. 3 | : 3 years, $500. 
Do. 
2 years, $50 

Oct. 26,1953 | San Ysidro, Calif.- 4 2 years, $200. 
Dec. 14,1953 | Calexico, Calif_- 3 years. 
5 years. 

3 years. 

Not reported. 
5 years each. 
{40 months, $200 


nue 


Dec. 24,1953 | San Ysidro, Calif 
Jan. 6,1954 | Eagle Pass, Tex- 
Jan. 12,1954 | Houston, Tex--- 


Jan. 15,1954 | San Ysidro, Calif_- 


Feb. 11,1954 | El Paso, Tex 

May 27,1954 | San Ysidro, Calif__-. 
July 8,1954 | Brownsville, Tex-. 
Aug. 28,1954 | El Paso, Tex. ; 5 years. 

Oct. 12,1954 | Otay, Calif__- ; j Not reported. 


— 


ee bt Nw 


1 Found to be actually procaine hydrochloride, believed especially dangerous to an addict expecting to 
encounter heroin. 


Of the foregoing cases, we consider the most important was the 10- 
ounce seizure made at El Paso on August 28 from Dr. J. Blas Sotelo,a 
Mexican physician, with excellent political connections, who operated 
in Juarez a clinic where he administered shots to American addicts, 
and sold heroin in gram lots. As a result of an investigation lasting 
more than a month, he delivered 10 ounces of high-purity heroin in 
E] Paso to a customs agent operating undercover. He was arrested and 
held in default of $25,000 bail. 

At his trial he pleaded entrapment, but the jury took only 9 minutes 
to find him guilty, and he was sentenced to serve 5 years. 

I have just received a teletype this morning covering a seizure made 
on the Mexican border at E] Paso, which I would like to read, if I may. 
It is just a short message: 

Customs agents Bl Paso on February 4, arrested Evaristo Sigala, United 
States citizen, Juarez, Mexico, when he attempted to sell approximately 1 ounce 


of heroin to Customs Agent A. G. Palacios acting in undercover capacity 4 
buyer. Deal was made for 10 ounces originally but only 1 ounce delivered. 
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Information obtained from informer during the investigation revealed the 
location of source in Juarez, Agents of this office gave this information to Gen. 
Pablo Cano Martinez. Police inspector of Juarez whose agents raided a house 
in Juarez, Seized 30 pounds of marihuana and 1 gram of heroin. Sigalas’ wife, 
Rosilia and Natividad Barrera Hermosillo were arrested. 

That indicates the cooperation we are obtaining from Mexico in 
eases of this nature. 


SMUGGLING OF DIAMONDS 


Diamond smuggling is profitable not only by reason of the 10-per- 
cent duty imposed by this Government but also and chiefly by reason 
of the saving that is effected in evading income and luxury taxes. New 
York is the diamond center of the United States and all seizures of 
diamonds made during recent years were destined for that place. 
The known diamond smuggling routes from Antwerp to New York 
have been: (1) directly to New York, (2) via Boston, (3) via Mon- 
treal, and (4) via Habana, Key West, and Miami, with travel usually 
being made by commercial airlines. 

The most important diamond seizure of the past year, involving 
2,150 carats of cut and polished stones, appraised at $243,810, was 
made at New York on August 2, 1954. The diamonds were concealed 
in especially constructed endboards of a wooden case, manifested as 
containing a gift of small commercial value. Information had been 
received on this particular shipment and examination was made of the 
box with the use of an inspectoscope, which disclosed the secret com- 
partment and 22 packages of diamonds concealed therein. Mr. and 
Mrs. David Klapholz, of New York City, were placed under arrest 
when they took delivery of the box after customs entry had been 
made. 

An exhaustive investigation of the above case resulted in the arrest 
of four persons when they attempted to take delivery of the smuggled 
diamonds. Seizure was also made of diamonds valued at $17,150 
which were found in a safe deposit box rented in the name of 
Mrs. Klapholz. 

Another diamond case of interest occurring during the past year 
was the seizure on March 16, 1954, of 657 carats of cut. polished dia- 
monds valued at $81,661 at Miami, Fla., and the arrest of Mrs. Alte 
Nechame Zingerevich, a naturalized citizen of Brazil. The smuggled 
diamonds were in 10 packages sewed into the lining of Mrs. Zingere- 
vich’s handbag, and the case was made as the result of the alertness 
of an inspector. 


NEUTRALITY ACT VIOLATIONS 


Violations of the Neutrality Act were a major problem during the 
year, as they have been in the past 6 or 7 years. The investigation 
involving attempts by Cuban exiles in this country, headed by Carlos 
Prio Socarras, to acquire arms and ammunition intended for use in 
the overthrow of the present Cuban Government, required consider- 
able investigative work this past year. 

In May of 1954 evidence was presented to a Federal grand jury in 
he southern district of New York, and superseding indictments were 
handed down, naming Carlos Prio and 16 others, charging conspiracy 
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to violate the Neutrality Act. Carlos Prio had been indicted on ; 
similar charge at New York in December 1953, 

On September 7, 1954, Carlos Prio and his former Minister of 
Interior, Segundi Curti, entered pleas of nolo contendere and were 
sentenced at New York and fined $9,000 and $6,000, respectively, 
Four defendants in a case at Miami involving a violation of the Neu- 
trality Act who were associated with the Carlos Prio group also plead 
nolo contendere to the charge of conspiracy to violate the Neutrality 
Act. The remaining defendants involved in these violations haye 
entered pleas of not guilty and are awating trial. 

Several other investigations involving the attempted unlawfil 
exportation of implements of war to Guatemala and Mexico were 
also made during the 1954 fiscal year. 


SMUGGLING OF WATCHES AND WATCH MOVEMENTS 


Information received during recent months indicates that the smug- 
cling of Swiss watches and watch movements is on the increase. An 
important smuggling case was made. at New York on December 14, 
1954, at which time customs inspectors seized 952 Swiss-watch move- 
ments, valued at $10,000, and arrested a lady smuggler who had 
arrived at that port on the steamship Queen Elizabeth. The watch 
movements were concealed in secret compartments in the passenger's 
baggage and about her person. Customs agents on December 2), 
1954, arrested an additional member of this smuggling operation 
when he called to take delivery of the smuggled watch movements. 

The increase in the rates of duty applicable to watch movements 
under Presidential Proclamation No. 3062 of July 27, 1954, makes the 
smuggling of this type of merchandise more attractive. 


SMUGGLING BY AIRCRAFT 


The use of aircraft in smuggling operations is most difficult to 
combat. However, customs agents, assisted by immigration border- 
patrol inspectors, were successful on March 31, 1954, in seizing a twin- 
engine Cessna and 1,980 pounds of tungsten concentrate and arrest: 
ing 2 smugglers at an airfield near the Arizona-Mexico border. The 
violators aimitted numerous previous unlawful flights to and from 
Mexico in connection with their smuggling operations. The investi- 
gation of this case established that the smuggled tungsten was sold 
to buyers in the United States who declared the merchandise to be 
of domestic origin and sold the tungsten as domestic tungsten at 1 
premium of $33 per unit to the General Services Administration for fF 
stockpile purposes. Investigation of this case is continuing both by 
this Service and by the General Services Administration. 

Mr. Gary. Thank you, gentlemen, for these statements which were 
very comprehensive and cover very fully the work of the Customs 
Bureau. 

BUDGET JUSTIFICATION DATA 


We will insert at this point in the record page 114 of the justifici- i 
tions and the workload tables appearing on pages 119, 128, 132, 13!,57 
and 141. ‘ 
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(The matter referred to is as follows:) 
SALARIES AND EXPENSES, BUREAU OF CUSTOMS 


Analysis of appropriation base for fiscal year 1956 


Regular appropriation, 1955 act 
Supplemental appropriation for 1955 


Total appropriation, 1955 
—————SSS 
39, 996, 300 
1, 203, 700 


Appropriation base for 1956 
Increase over appropriation base for 1956 


41, 200, 000 
——— 


1, 203, 700 


Appropriation estimate for 1956 
Increase or decrease from total appropriation, 1955 


Comparison of appropriation base with appropriation estimate for 1956 





| 
| Appropriation base Appropriation esti- 
for 1956 mate for 1956 


Activity sm disalvoiad 7 - 


Average Average | 
npene positions 


-—i— 


Increase or decrease 





| Average | 


Amount positions 


Amount Amount 


| 
hits 
1. Assessment and collection of bP | 
duties, taxes, and fees 5, 651.0 |$30, 185, 800 
2. Appraisal of imported mer- 
chandise 1, 061.5 5, 023, 300 
3. revenue of violations of 
customs and related laws and | 
regulations 271.8 1, 934, 900 280.8 | 2, 203, 100 
4. Audit of collection and mer- | 
andise accounts 139. 4 829, 900 139.4 | 829,900 
5. Anaipls and identification of 
merchandise for tariff purposes_ 117.0 117.0 
6. Executive direction 219. 800 219. 7 


Total 7, 460.4 | 39,996,300 | 7,518.7 =i neh +58.3 | +1, 203, 700 
ACRIRIIEE I riba k esl scdannkdccdonbenentecactiatessssoo POndanacananonsdascah 


Total appropriation, 1955, and 
en estimate for 


5, 691.3 's31, 033, 900 | 
§, 108, 000 }.......... 


1,061.5 | 
| 


| 
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Significant workload data 








Formal entries: | 
Free....... | 271,444 | 287,630 | 268, 797 
Dutiable Se 529, 017 621, 484 | 594° 904 595, 000 


Warehouse - - ‘ x 71, 756 72, 300 66, 763 67, 000 


| 
} 
} 


Total formal entries - pax 872, 217 981, 414 | 930, 464 931, 000 
Percent change from prior yee s | —6. 5 | 12. 5 | te ie 


Informal entries: 
Baggage. = ra 1, 931,562 | 1,853,703 | 1,951,075 | 1,951,000 , 951, 
Mail___. 2 vee : | 581, 401 647, 552 524, 852 525, 000 525, 000 
Other.._. | 403,121 | 482,646 | 428,349 428, 000 428, 000 


Total informal entries - - 2, 916, 084 2, 933,901 | 2,904, 276 | 2,904, 000 2, 904, 000 
Percent change from prior year 8.1 .6 





In-bond entries: 
Immediate transportation. _-----.--- --} 161, 255 | 174, 972 213, 403 213, 000 
Transportation and exportation _ - 191, 981 | 178, 071 211, 729 | 212,000 | 


Total in-bond entries i 353, 236 | 353, 043 425, 132 | 425, 000 
Percent change from prior year- | .6 | -| 20. 4 1 
Export transactions: 
Notices of exportation - -- ae nee ; 197, 033 | 145, 739 | 179, 339 | 183, 000 | 186, 00 
Drawback entries___._- sneaat 11, 480 | 12, 234 12, 634 13, 000 | 14, 000 
Export declarations -- - - - ; ..-| 6,957,080 7, 155, 309 7, 271, 698 | 7,417,000 | 7, 565, 00 





Total export transactions-- . 7, 165, 593 7, 313, 282 ¥ 463, 671 | 7, 613,000 7, 765, 00 
Percent change from prior year -- - - --- ‘ 2.1 | 


Carriers of persons or merchandise arriving | 

from foreign countries - - - -- -------| 28, 650, 878 | 30,933, 622 | 32, 183, 184 | 33, 470,000 | 33, 800,00 
Percent change from prior year. ‘ 11.8 8.0 4.0 | 4.0 4.0 
Persons arriving from foreign countries _..|105, 191, 103 /117, 917, 217 |114, 074, 026 |114, 000, 000 | 114, 000, 000 
Percent change from prior year---- vial 13.5 12. 1 —3.3 


— = —=— = Seas 


Documentation transactions: 
Documents issued (registers, enroll- | | 
ments, and licenses) Seca 13, 756 | 11, 592 13, 963 | ; 14, 00 
Licenses renewed.-- - 24, 835 22, 220 25, 424 | D, 25, 000 
Mortgages, bills of sale, and abstracts | | 
of title recorded___.____- 10, 134 | 9, 618 | 11,075 . 11,00 
Abstracts of title issued.......-.-.----- 2, 063 | 2, 166 | 2, 270 2, 00 
Navigation fines imposed --- 2, 847 | 2, 337 1, 486 | 2, 00) 





Total documentation transactions- --| 53, 635. 47, 933 | 54, 218 | 
Percent change from prior year-------- 0.6 —10.6 13.1 "0, 4 | 











269, 000 
595, 000 
67, 000 


931, 000 


L, 951, 000 
525, 000 
428, 000 


2, 904, 000 


213, 000 
212, 000 


425, 000 


186, 00 
14, 000 

7, 565, 00 
7, 765, 000 
20 


53, 800, 000 
46 
14, 000, 000 


14,00 
25, 000 


11,00 
2, O00 
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APPRAISAL OF IMPORTED MERCHANDISE 


Workload data 





Packages examined at appraisers’ stores 
Pereent change from prior year 

Invoices received - 

Percent change from prior year - 


Number of invoices over 30 days old on June 30: 
(a) Workable (awaiting action by examiners) -- 


Actual 


Estimate 





1952 | 1953 


627, 895 | 


2 +6.2 


| 
a. 941 |1, 496, 695 
{r= 
) 


(bo) Not workable (awaiting court action, report 


from foreign country, etc.) 
Total 
Percent change from prior year - - 


INVESTIGATIONS CLOSED 


Criminal cases: 
Smuggling: 
Diamonds or jewelry... -__- 
Narcotics... -.... 
Other _ - - 
Pilferages and shortages - 


Subtotal criminal cases _ 


Civil violations: 
Undervaluation and false invoicing 
Prohibited importations- 
Touring permit violations. ____. 
Navigation and aircraft v iolations_- 
Marking of merchandise -- # 
Baggage declaration violations... 
Bonds, breach of terms- 


Subtotal civil violations. - 


Procedural cases: 
Drawback 
Classification --- - - - 
Market value__._. ._- 
License applications ____- bce 
Examination of brokers’ records ___--- 
DUNG sSicdosbiliords—c 
Petitions for relief 
Customs procedures. 
Collection of duties and penalties_. 


Subtotal procedural cases __- - - 
Character investigations of a 
Federal tort claims. ._------ 

Export control violations --_- 
Miscellaneous: 


— derelictions of customs ~~ 
the , 


Subtotal miscellaneous 
Grand total 


Percent change from prior year. __-- 
Investigations pending on June 30 


' Comparable data not available prior to June 30, 


128, 328 | 


191, 387 


770 | 


2, $26 


1, 248 | 
251 | 


2,075 
89 


1, 969 | 
1, 426 | 


86 
946 


191 | 


re 


863 
204 
585 
270 
348 

25 
636 
197 
357 


3, 485 


686, 842 
-=§..8 +9. 4 | 
|1, 460, 954 


63, 009 | 


5, 095 | 


1954 


1955 1956 


628, 697 
—8.5 | 


630, 000 | 
+0.2 
1, 460, 0CO 


630, 000 


1, 460, 000 


—2.4 


76, 256 | 76, 000 | 75, 000 


151,187 | 151, 000 125, 000 
227, 443 227, 060 
+18.9 —.2| 


697 700 
3,137 | 3, 300 
1, 377 1, 500 

200 


1,913 1, 900 | 
51 50 | 
1,121 | 100 
1,008 | 1, 400 | 
a4 100 
700 
50 





4, 300 


4, 300 
800 | 800 
350 | 350 
450 a 050 
300 
500 

25 
650 
125 
300 | 


3, 500. | 





434 | 
38 | 
904 | 


321 | 


1,039 | 1,065 


450 
50 
800 


300 | 
1, 300 | 





1,515 | 1, 386 


97, 822, 


“18, 124 as 


16, 810 | 


_4 600 | 


"16, 400 





~ 
3, 232 +H. 


1953. 


3, 966 | 


—2.4 | 
3, 800 | 


| 
| 
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Avupit oF COLLECTION AND MERCHANDISE ACCOUNTS 


Workload data 





Liquidations verified _- 2, 383, 783 |2, 250, 144 
Verifications pending at end of year__.........-..--- 165,001 | 358, 927 
Errors found 17, 505 14, 411 
Percent errors to total liquidations 1.7 6 


Samples tested 





Kinds of merchandise 1952 1956 





_ 


es 
_ 


o> 


Wool 
Molasses and sirups--_- 
Fish Syd 


Food products... __- 

Fixed and essential oils._................-.-------- 4 
Alcoholic products___..___- 

Petroleum 

Coal-tar products........._.- iaheenean S Soteicte eee al 
Ores and metals_______ sited 
Maniifactures and inorg 


roN 
S8z 
poSipe ses 
gr Sipos » cogs 
SBssssesessessesTes 


Sponge 
a 
S 
& 


3 
tig 


83 
_ 
eon 


ew and narcotics 
iscellaneous 


8 | SSESSSSsssssees 


_ 
_ 





T 
Percent 
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BACKGROUND AND EXPERIENCE OF COMMISSIONER KELLY 


Mr. Gary. Mr. Kelly, as I stated before, we are very glad to have 
you appear before our committee and we know that you are fully 
qualified for your office, but in order that the Congress might know 
your qualifications, I wonder if you would give us a short biographi- 
cal sketch of your background and experience. 

Mr. Ketxy. I graduated from Harvard College in 1909 in engineer: 
ing and immediately went to work with Westinghouse as an engi- 
neer. In 1917 I joined the Navy as an engineering lieutenant and 
served there until 1919. 

I rejoined the Westinghouse Co. shortly after that and became a 
field engineer, and later a district sales manager. I was then director 
of the budget for Westinghouse in 1934, and then became vice presi- 
dent in charge of their largest operating plants. In 1938 I became 
vice president in charge of sales and held that position until 1942, 
when I went to the Baldwin Locomotive Works as president, and 
remained there until 1948, when I retired from business. 

I was then made president of the Philadelphia Chamber of Com- 
merce and in the years between that time and the time I joined 
customs I was a member of the charter committee that wrote the 
Philadelphia Charter. I was a member of the Governor’s highway 
planning commission in Pennsylvania and a member of the little 
Hoover committee, and I am still a member of the Governor’s hospital 
committee which dispenses Hill-Burton funds. 

I guess those are the highlights. 

Mr. Ross. Might I add we in Treasury are very happy to have 
Mr. Kelly. 





o> 


1 S| Smee mNrom moms 
: SSSssessssessezss 


. have 
fully 
know 

‘aphi- 


ineer- 
engi- 
t and 


ume a 
rector 
presi- 
came 

1942, 
» and 


Com- 
joined 
te the 
thway 

little 
spital 


have 


basking for $1,203,700 more for the 


313 


Mr. James. As a distinguished member of our community I am 
very happy to have Mr. Kelly heading the Bureau of Customs. 


BUDGET INCREASE REQUESTED 


Mr. Gary. Mr. Kelly, referring to pase 114, it appears that you are 

seal year 1956 than was appro- 
priated for the fiscal year 1955. You have explained the reasons for 
that increase in the opening statements. Therefore we will not go 
into that question again. 


ENFORCEMENT UNDER SIMPLIFICATION ACT OF 1953 


| would appreciate it, however, if you would give us some details 
of the results that you are obtaining in your enforcement problems 
under the new Simplification Act of 1953. I notice in your opening 
statement that you call attention to the fact that you have substan- 
tially reduced backlogs in several instances. Now, can you give us 
some idea of the results of the act, insofar as enforcement is concerned ¢ 

Mr. Ketry. This subject’ of enforcement is a very intangible one. 
The reason we have placed so much emphasis on it in our presentation 
is to show you the interest and attention that it is getting from our 
Office. , 

As Mr. Emerick indicated, we are changing our philosophy to get 
away from the fixed-post type of enforcement. For instance, 10 years 
ago we had a border patrol on the nothern border and one on the 
southern border. We elected to discontinue that as being outmoded 
and now we are swinging toward plainclothes men. We put our men 
in plainclothes and make them mobile, and instead of searching every 
third ship or something like that they search ships that are more 
suspect, disse from the Mediterranean or that have Chinese crews in- 
stead of liners like the Queen Mary or the /le de France. We have 
plamclothes men in 2 or 3 districts and they are showing results. We 
may take some of these people and make a test in some areas that are 


snot as well protected as they should be at the present time. On the 


Canadian border we do not have too great a protection because we do 


pot fear smuggling of narcotics across that border as much as across 


the Mexican border, but if we place plainclothes men on that border 
it may act as a deterrent. 

We have two types of seizures. We have seizures based on infor- 
ation. The majority of our large seizures are based on information. 
Then we have another type where we send a group unexpectedly to a 
ship and they come up with so much opium or heroin and so forth. 

_ We do not feel we can improve too much our seizures based on 
information. Our people abroad like in Belgium, in Hong Kong, and 
in Mexico City have been very good in giving us information. We 


Sihink the greatest area of improvement is in these surprise places 


where they do not have information. That is the area we are working 


BO now, 


SCHOOLS FOR ENFORCEMENT OFFICERS 


We are conducting schools. We have 1 in Baltimore and 1 in New 


)Orleans for our customs port patrol officers. We will instruct some of 
our young, more active people on methods of enforcement. We will 
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give them instruction and information and also have an exchange of 
information as to what we can do overall to improve our enforcement, 

What I have told you in a general way is our policy and our philos. 
ophy regarding improvements in enforcement methods. 


SPOT CHECK EXAMINATIONS OF BAGGAGE AND PASSENGERS 


Mr. Gary. Mr. Kelly, this committee was somewhat apprehensive, 
when the Customs Simplication Act was first put into operation, over 
the fact that you were making spot checks of baggage and passenger 
leaving planes and ships rather than making a complete check. I am 
wondering if you could tell this committee how that spot check system 
is working out ? 

Mr. Ketty. I might ask, What are we looking for? Are we looking 
for diamonds? Are we looking for goods over and above the exemp- 
tion value? Or are we looking for narcotics? 

I might say first on narcotics, that it is unusual to find narcotics in 
baggage. Just a little paper of heroin or something like that js 
usually in the man’s possession, taped on to his body or underwear ot 
something like that, and that would require a personal search to 
discover. Sothe fact we spot check baggage has no effect on narcotics, 

With the increase in exemptions, take a ship like the United State, 
Probably only 2 or 3 percent of the passengers on the United State 
bring in imports over and above their exemptions. We have made 
checks on luxury liners and find that. figure is pretty consistent, only 
2 or 3 percent have dutiable items. Only infrequently do we catch, 
man who fails to declare articles in excess of his allowable exemption 
We have had several cases like that, and the penalties are very severe. 
I have inspected a lot of these ships myself—not the luxury liners but 
a cruise ship like the Si/ver Star that came into Washington last year- 
I have looked at the baggage myself and there was very little in it, 
mostly personal clothing and a few gifts. If you inspected every piece 
of baggage on a ship like that you would not turn up very much 
dutiable goods. For instance, groups of employees from a company 
will organize a tour abroad, and when they come back they will have 
spent most of their money on the tour and will have very little money 
left for importations in excess of their exemptions. 

Every once in a while we go through a ship closely and make what 
you might call a 100 percent examination, but nothing has come up to 
shake our belief that our present inspection is adequate for the sort 
of passengers that come in on a cruise ship. 

Mr. Gary. You say 2 or 3 percent bring in taxable goods. Do you 
find that percentage varying very much under the spot check system! 

Mr. Ketty. Very little. 

Mr. Gary. Is there any difference between that percentage and the 
percentage that you had before when you had the complete check! 

Mr. Ketty. I doubt it. Our records do not show any great, differ: 
ence. The 100 percent check we had before was not a complete 1\) 
percent check. We vary the inspection every once in a while to keep 
these people off guard. We do not find any indication of increas 
when we have a full check over a spot check as far as baggage declara- 
tions go. 

I cannot say that for meat and plant interceptions. We inspet 
meat and plant products for the Department of Agriculture. The 
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desire us to have a complete 100 percent inspection. Now, in the tour- 
ist season, With our present forces, we cannot give that. We give the 
spot inspection. But between seasons, in the last few months—and I 
will give you an answer to your question right here—between seasons 
and in the last few months we have gone back to the 100 percent 
inspection of ships coming in, and we have found nothing to indicate 
our spot i tion is wrong from a customs viewpoint, but we have 
found that the meat seizures have gone up four times over what. they 
were in the busy season. That is where the woman coming in from 
Italy brings in some bologna her father made and sends to the chil- 
dren, and that sort of thing. 

Mr. Rose. Mr. Chairman, could I supplement that in one stand- 

oint ? 

Mr. Gary. Yes. 

Mr. Ross. You asked with particular reference to the effect of the 
Customs Simplification Act of. 1953. That revised baggage inspection 
procedure was simply a variation of intensity of inspection. The 
things that act had primarily to do with were internal procedures of 
the customs service having to do with accounting and that sort of 
thing and not primarily, or perhaps at all, with respect to the enforce- 
ment procedures on the outside. I think I am right in this. 

Mr. Gary. I was under the impression that the Customs Simplifica- 
tion Act of 1953 gave that discretion. I knew that it was discretionary 
with the collector, but I thought the discretion was given to the col- 
lecor under the 1953 act. I am glad you corrected the record to that 
extent. 

EXAMINATION OF SHIPS 


What is your procedure now with respect to the examination of 
ships as contrasted with the baggage ? 

Mr. Keaax. We had searching squads in our larger ports like New 
York, San Francisco, New Orleans, and Baltimore and they wore a 
kind of uniform and had a more or less routine type of examination. 
They would examine a ship of lumber as readily as a ship from the 
Mediterranean. We have pooled that searching group with the plain 
clothes port patrol group so that we can use them as mobile people for 
any enforcement activity. 

When a ship comes in we would like to search, like one from the 
Mediterranean or one with a Chinese crew, we will take a certain num- 
ber of those,people and use them as a searching group. We will pick 
out certain people from this mobile force and put them as a searching 
group on a ship. We are trying to make it on a spot and surprise 
basis rather than a routine basis. 

Mr. Gary. You do not check every ship, then, but just certain ships 
that come in? 


Mr. Ketiy. Certain ships. 


EXAMINATION OF FOREIGN MAIL 


Mr. Gary. Mr. Kelly what is the situation now with reference to 
your examinations of foreign mail ? 

Mr. Ketiy. I might say asa preliminary, as far as service went, we 
went through the Christmas season without any complaint at all on 
iolding up postal packages. We were pleased with that, that we were 
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able to handle this tremendous quantity of mail and not hold. it up at 
the Christmas season. 

We check over about 5 percent of the mail. First of all, in our pro. 
posal we are asking for some funds to “heavy up” at the large firs 
ports of entry where “gifts of the month,” items worth about $1; and 
printed matter, and service personnel baggage that comes in under 4 
public law. These three classes will be handled at. the first port of 
entry and we will then be able to send them direct to their local pos 
office. 

Those which involve merchandise, informal entries or formal. entries, 
we tried to have those inspected at the larger cities like New. York, 
San Francisco, and New Orleans, but that was not too successful be- 
cause the examiner or verifier in New York was not familiar with the 
merchandise that went to Cleveland. To him it was just another 
bundle. So that type of mail we are sending to Cleveland and other 
like centers to be opened and verified and appraised there. Cleveland 
will be the center for an area around it. This is a subject. we have 
given a lot of thought to and I think we are doing a good job. 


ADVISABILITY OF INCREASING PERSON NEL 


Mr. Gary. It has been suggested to this committee several time 
that if we increased the personnel that is working on that problem 
we could tremendously increase the collection of duties over and above 
the expense of financing the project. 

Mr. Ketuiy. We have some studies that indicate that if we examined 
a larger number of packages we would break even and maybe dos 
little bit better, but we are not yet satisfied to put that before you. 
You see, we have over 30 million packages a year of foreign mail. So 
when I am talking about percentage, I am talking about a large 
number of packages. There is a feeling if we went to 714 percent we 
would get enough increased revenue to at least pay the additional 
expense and maybe more, but we are not yet prepared to present that 
to you. 

Mr. Gary. You are not asking for additional funds for that pur- 
pose this year? 

Mr. Ketry. Not over and above the amount for the additional peo- 
ple we expect to put on at the ports of entry. But we are studying this 
situation all the time. It is a great problem. 


HEADQUARTERS AND FIELD PERSONNEL 


Mr. Gary. Can you give us a comparative statement of your per- 
sonnel broken down into field and office personnel for, say, the past 10 
years, and your estimate for 1956? 

Mr. Ketiy. We have that in part. We can supply it broken down 
as you suggest and put it in the record. We have it in part in the 
statement, but not quite as detailed as you have requested. 

Mr. Gary. We will appreciate it. 
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(The information requested is as follows :) 
Permanent full-time employment on the rolls, financed from the regular customs 
appropriation 


1 
i] 


| 
Date Field | -potal 


Head- 

| quarters | picig 
office, | -« | Total 

Washing-| offices 

\| ton, D.C. | 

——E———ee a 


Actual, June 30, 1946... | June 30, 1952 213 | 7,615 | 
June 30, 1947 June 30, 1953 217 | 7,556 
June 30, 1948 | June 30, 1954 217 | 7,159 
June 30, 1949 | Estimated, June 30, 


_| offices 


215 | 7,084 





955 
June 30, 1951 215 | 7,110 





UNIFORM ALLOWANCE ACT 


Mr. Gary. I wonder if you could give us some idea how you 
voing to handle the uniform account? 

Mr. Ketzy. Mr. Strubinger can answer that. 

Mr. Srruprneer. The distribution of funds under the Uniform 
Allowance Act will be subject to a Treasury Department regulation 
which will prescribe the ways and means in which this money shall 
be distributed. Just as soon as those regulations are decided a 
and if our recommendations are adopted for the granting of allow- 
ance per man, what we would do would be to allot to each field officer 
the total amount of money required by multiplying the number of 
men by the allowance, and oe it up to the field officer to distribute it 
to the men. It would be the duty of the field officer to see that the 
men are in uniforms and that the uniforms are well kept at all times. 

Mr. Gary. Is there a general regulation from the Bureau of the 
Budget on that subject ? 

Mr. Srrupincer. There is a regulation from the Bureau of the 
Budget. However, the Treasury Department has not come out with 
their regulations. 

Mr. Gary. Do you have a copy of the regulation of the Bureau of 
the Budget ? 

Mr. Srrupineer. Yes, sir. 

Mr. Gary. Will you insert that in the record at this point? 

Mr. Srrupincer. Yes, sir. 

(The material referred to is as follows:) 

Circular No. A-30 
BXECUTIVE OFFICE OF THE PRESIDENT, 


BUREAU OF THE BUDGET, 
Washington 25, D. C., November 12, 1954. 

To: The heads of executive departments and establishments. 
Subject: Federal Employees Uniform Allowance Act. 
1, Purpose 

This cireular prescribes rules and regulations, as directed by section 404 of 
Public Law 763, approved September 1, 1954 (68 Stat. 1105), to provide for uni- 
form administration of title IV thereof, which deals with the furnishing of em- 
ployee uniforms and the payment of uniform allowances.’ 


ES 


* Authorization for the provision of protective clothing is contained in sec, 13, Public 
Law 600, approved August 2, 1946 (5 U. 8. C. 118g). 
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2. Coverage of title IV 

Title IV applies to each agency of the Government of the United States or of 
the District of Columbia, including Government-owned corporations. It author- 
izes annual appropriations to each agency, upon a showing of the necessity or 
desirability thereof, to provide for the furnishing of uniforms at a cost not ex. 
ceeding $100 per annum, or the payment of an annual allowance not exceed. 
ing $100 for the acquisition of uniforms, to any employee who is required by 
regulations in effect on September 1, 1954, or by law to wear a prescribed uniform 
when on official duty. Title IV does not authorize appropriations for the upkeep 
of uniforms. 


3. Use of prior authorization 


Where the furnishing of uniforms or the payment of uniform allowances to 
certain employees is authorized under any other provision of law or regulation 
existing on September 1, 1954, the agency head, in his discretion, may continne 
to furnish such uniforms or to pay such allowances under the prior authoriza- 
tion, but in that case, no uniforms shall be furnished or allowances paid to the 
same employees under title IV. The prior authorization and the authorization 
in title IV may, however, be used concurrently for different employees in the 
same agency. 

4. General 

(a) Review of existing regulations.—Each agency head shall review the regu- 
lations of his agency, existing on September 1, 1954, which require that a uni- 
form be worn by any employee of the agency when on official duty. He shall 
determine whether the wearing of a prescribed uniform is in the best interests 
of the agency, and shall revoke any such regulation that he deems unnecessary 
or unjustifiable. 

(b) Determining application of title 1V—When the wearing of a uniform 
continues to be required by regulation or by law, the agency head shall deter- 
mine, for each group of employees subject to the same uniform requirements, 
whether the best interests of the agency will be served by furnishing uniforms 
under title IV; by paying uniform allowances under title IV; or by continuing 
to furnish uniforms or to pay uniform allowances under prior authorization. 
In making such determinations, the agency head shall consider, with respect 
to the various alternatives, (1) the comparative cost to the Government, includ- 
ing administrative expenses; and (2) the comparative advantages to employees. 
The course elected shall be justified to the Bureau of the Budget in connection 
with the review of the 1956 budget estimates. 

(c) Initiating benefits under title I1V.—Unless the agency head has elected 
to continue under prior authorization, the authorization to furnish uniforms 
or to pay uniform allowances under title IV shall be put into effect for all 
eligible employees on the date that appropriations therefor are made available 
by Congress, and no benefits shall accrue prior to that date. 

(ad) Application of the $100 annual limitation per employee.—The annual 
period to which the limitation of $100 per employee applies shall begin with the 
date on which an employee first becomes eligible for uniforms or a uniform 
allowance under title IV. 


5. Furnishing uniforms under title IV 


(a) Acquisition of uniforms.—Uniforms to be furnished employees under at- 
thority of title IV may be acquired by the agency either through purchase or 
rental, except that no rental contract may inelude provision for cleaning or 
laundry services at Government expense. 

(b) Standards.—Whenever an agency head elects to furnish uniforms under 
title IV to any employee, he shall by regulation establish standards governing 
initial issuances and subsequent replacements. Such standards shall indicate, 
for each group of employees subject to the same uniform requirements, the 
quantity of each article of prescribed clothing to be issued initially to each 
employee, and the conditions and methods of replacement. Standards for 
initial issuances shall be based on a determination of the reasonable uniform 
requirements of employees, subject to the limitation that the total cost of 
uniforms issued by the agency to any employee shall not exceed $100 per annum. 

(c) Control of uniforms.—All uniforms purchased by the agency for issuance 
to employees shall remain the property of the Government, and shall be turned 
in by employees who no longer require them for official duty. The agency head 
shall issue regulations providing for suitable responsibility and accountability 
by employees to whom uniforms are issued. 
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6. Paying uniform allowances under title IV 

(a) Standards—In order that uniform allowances may, insofar as possible, 
approximate the actual expenses of employees for acquisition of uniforms, each 
agency Shall develop standards for each group of employees subject to the same 
uniform requirements. Such standards (1) shall be based on a determination 
of the average annual uniform requirements of the employee and the current 
prices of representative suppliers ; and (2) shall provide for an annual allowance 
of a definite sum, not exceeding $100, to each eligible employee. Prices on which 
such cost estimates are based shall be reviewed annually, and the standards 
adjusted as necessary to reflect changes. 

(b) Temporary employees or substitutes.—The amount payable to a temporary 
or substitute employee who is otherwise eligible for a uniform allowance shall 
be determined by adjusting the standard for an annual allowance to take account 
of any reduced requirements which result from the limited period and nature of 
employment, 

(c) Frequency of payments.—At the discretion of the agency head, a full 
annual allowance or any portion thereof may be paid in advance to any employee 
upon his entrance on duty in a job subject to uniform requirements. Allowances 
for replacement of uniforms, including replacements for existing employees 
subject to uniform requirements, shall be paid at the end of a period in which 
service has been performed, and as frequently as the agency head may deem 
necessary. Allowances shall be an obligation of the period in which they accrue 
to the employee. 

7. Issuance of further regulations 

After proposed agency practices have been reviewed, the Bureau of the Budget 
will issue such further regulations as are necessary to assure uniform adminis- 
tration as required under the law. ‘To the degree that agency submissions 
contain adequate justifications, this further action by the Bureau will be 
facilitated. 

ROWLAND R. Huenes, Director. 


REPLACEMENT OF AUTOMOBILES 


Mr. Gary. You are asking for a $30,000 increase for the replace- 
ment of 25 automobiles. Are these purely replacements, or is there 
any increase in the number of automobiles for the Department ? 

Mr. Strupincer. They are replacements for old and wornout cars. 

Mr. Gary. You have no request in the budget for additional cars? 

Mr. Struprncer. No, sir. 


PROPOSED SIMPLIFICATION MEASURES 


Mr. Gary. The President, in his message on the state of the Union, 
referred to certain additional simplification measures which would be 
requested of this Congress. Could you give us some idea as to what 
additional program you are recommending along this line? 

Mr. Ketiy. We have two major requests. You are familiar with 
the first one. That is in connection with a proposal to eliminate 
foreign value as a basis of appraisement and make export value the 
first basis of appraisement. We have made a very intensive study of 
this to determine the difference between the foreign value and the 
export value as the price or value of the merchandise as of the time 
of export. That will be a major problem. 

We have another proposal of simplifying the navigational laws. 
We have a large volume of navigational laws based on conditions of 
the old sailing ship days, and we expect to ask Congress for a simplifi- 
cation of those. 


58681—55———21 
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Then we have difficulties due to obsolete rules, changes in formulas 
on currency, and things like that. They are not of major importance 
in themselves, but in bulk a simplification of those would help in our 
operations. 

I will ask the Secretary if he will tell us a little more about that. 

Mr. Gary. Mr. Rose, we would be glad to have you elaborate on that 
to any extent you desire. 

Mr. Rose. Mr. Kelly has correctly described the recommendations 
customs has made to the Treasury for possible legislation implement- 
ing the suggestion you referred to in the President's message for 
further simplific ation this year. 

The first proposal, relating to the change in the method of valua- 
tion, of course, passed the House in the last C ongress and was pending 
in the Senate for some time. That or some modification of it is what 
will be proposed, I hope, very shortly to the Ways and Means Com- 
mittee, including not only proposals as to the method of valuation, as 
between foreign value and export value that Mr. Kelly referred to, 
but also certain definitions of the manner in which the values are 
computed. 

As Mr. Kelly pointed out, there are a number of other proposals 
relating specifically to customs, not of major importance but which 
would be helpful, which we also expect to present. 

On the question of the Navigation Code, the codification of that is 
an enormous undertaking in point of volume, and we have not reached 
a final conclusion as to w hether, in the light of the other projects which 
might occupy the attention of the committee before which that would 
go, that is a feasible program to go into this year. 

If there are any questions I shall be glad to go into them. 

Mr. Gary. The President referred to them ina broad w ay, and I just 
wanted to get into the record some specific information as to just what 
measures are contemplated. 

Mr. Canrietp. Commissioner Kelly, I desire to salute you as the 
new Commissioner of Customs. I am impressed by your unique back- 
ground for this assignment and by the way you are applying yourself. 
I have heard many ‘fine encomiums directed toward you from people 
in many walks of life, including employees of customs in the field, 
and I wish you well. 

Mr. Keutxy. Thank you. 


REDUCTION IN LIQUIDATION BACKLOGS 


Mr. Canrievp. The first item that you discussed today in your pres- 
entation was the reduction in liquidation backlogs. You told us that 
during calendar year 1954 the number of formal entries ready for final 
liquida ition was reduced from nearly 350,000 to under 200,000, a reduc- 
tion of approximately 43 percent. 

First, will you tell us w hat you mean by an unliquidated entry ; sec- 
ondly, the highest number that your backlog reached in yesteryear; 
and thirdly, what you think can be done during the new fiscal year to 
reduce that 200,000? 

Mr. Key. First of all, my statement covers the formal entries 
ready for final liquidation, ‘which are those that we can do some work 
on. The total bulk of liquidations represents those that are ready for 
final liquidation plus several groups on which we cannot take action. 
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That is, those that are awaiting appraisal; those that are awaiting 
customs court action, and so forth. 

] have a curve here which shows how the liquidations total went up 
tv over 900,000 in number of all classes before we put in this new pro- 
gram. We made a sharp reduction through that program and we 
retained an expert who analyzed what these liquic ations were and 
compared different ports, as to why one port was better than another, 
and arrived at good methods to handle them better. So we now get 
something like 25 liquidations per man-day. 

In the last quarter our total dia not reduce as much as we had hoped 
due to the fact a number of people took leave, as they do in the last 
quarter, and also due to the fact we had several investigations under- 
way, like the value investigation, which took the time of our liqui- 
dators. 

We have no investigations underway now and we expect a sub- 
stantial reduction in hquidations from 730,000, which is the present 
total, to, I suppose at the end of the year we will get down to 500,000; 
and that 500,000 is almost the irreducible minimum due to the number 
being withheld for appraisal, held in suspension by the customs court, 
and so forth. 

[ expect within the next year we will reduce the liquidations from 
730,000 to 500,000, which is a very good record compared to the way 
we were going before we put this program into effect. 

In nontechnical language, an entry is what the importer makes 
when he knows the goods are going to arrive or has arrived. He 
makes an entry for the goods and they are examined and appraised, 
and when the final appr aisal and final rate of duty is determined we 
go through a computation process known as liquidation and the im- 
porter is given his final value and duty. That is 3 or 4 months later. 
But he is given a preliminary value and duty very quickly and gets 
his goods almost immediately. The preliminary and final appraisals 
very rarely differ. The liquidations that take 2 or 3 years to com- 
plete are those which are held for court action, on which there is a 
dispute on appraisal; and there is another class where an importer, 
such as in the case of liquor, puts the importation in a warehouse 
ind withdraws it gradually over 2 or 3 years, so that the final liquida- 
ion does not take place until the final withdrawal. 


OMMITTEE ON RELAYS IN HANDLING PASSENGER ARRIVALS AT NEW YORK 


Mr. Canrieip. You also tell us that at the port of New York a com- 
uittee of steamship-company representatives, customs officers, and 
thers interested in shipping operations has been organized to make 
i study of the causes of delays in handling passenger arrivals at that 
Ort, 

Do you perchance know when that committee will be able to report 
i their findings and conclusions ? 

Mr. Ketiy. This is a continuing committee. They are having a 
eeting this week. This committee was formed at the instance of 
ollector Dill and Appraiser Couri. From a committee like this you 
a4 get anything that cuts off half the time. You get a collection 

f smal] things which amount to quite a saving in time. 
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Then we have difficulties due to obsolete rules, changes in formulas 
on currency, and things like that. They are not of major importance 
in themselves, but in bulk a simplification of those would help in our 

operations. 

I will ask the Secretary if he will tell us a little more about that. 

Mr. Gary. Mr. Rose, we would be glad to have you elaborate on that 
to any extent you desire. 

Mr. Rose. Mr. Kelly has correctly described the recommendations 
customs has made to the Treasury for possible legislation implement- 
ing the suggestion you referred to in the President’s message for 
further simplification this year. 

The first proposal, relating to the change in the method of valua- 
tion, of course, passed the House in the last C ongress and was pending 
in the Senate for some time. That or some modification of it is what 
will be proposed, I hope, very shortly to the Ways and Means Com- 
mittee, including not only proposals as to the method of valuation, as 
between foreign value and export value that Mr. Kelly referred to, 
but also certain definitions of the manner in which the values are 
computed. 

As Mr. Kelly pointed out, there are a number of other proposals 
relating specifically to customs, not of major importance but which 
would be helpful, which we also expect to present. 

On the question of the Navigation Code, the codification of that is 
an enormous undertaking in point of volume, and we have not reached 
a final conclusion as to whether , in the light of the other projects which 
might occupy the attention of the committee before which that would 
go, ‘that isa feasible program to go into this year. 

If there are any questions I shall be glad to go into them. 

Mr. Gary. The President referred to them ina broad w ay, and I just 
wanted to get into the record some specific information as to just what 
measures are contemplated. 

Mr. Canrietp. Commissioner Kelly, I desire to salute you as the 

new Commissioner of Customs. I am impressed by your unique back- 
ground for this assignment and by the way you are applying yourself. 
I have heard many ‘fine encomiums directed toward you from people 
in many walks of life, including employees of customs in the field, 
and I wish you well. 

Mr. Keutiy. Thank you. 


REDUCTION IN LIQUIDATION BACKLOGS 


Mr. Canrievp. The first item that you discussed today in your pres- 
entation was the reduction in liquidation backlogs. You told us that 
during calendar year 1954 the number of formal entries ready for final 
liquida ition was reduced from nearly 350,000 to under 200,000, a reduc- 
tion of approximately 43 percent. 

First, will you tell us what you mean by an unliquidated entry ; see- 
ondly, the highest number that your backlog reached in yesteryear; 
and thirdly, what you think can be done during the new fiscal year to 
reduce that 200,000 ? 

Mr. Kerry. First of all, my statement covers the formal entries 
ready for final liquidation, which are those that we can do some work 
on. The total bulk of liquidations represents those that are ready for 
final liquidation plus several groups on which we cannot take action. 
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That is, those that are awaiting appraisal; those that are awaiting 
customs court action, and so forth. 

| have a curve here which shows how the liquidations total went up 
to over 900,000 in number of all classes before we put in this new pro- 
gram. We made a sharp reduction through that pesereie and we 
retained an expert who analyzed what these liquidations were and 
compared different ports, as to why one port was better than another, 
and arrived at good methods to handle them better. So we now get 
something like 25 liquidations per man-day. 

In the last quarter our total dia not reduce as much as we had hoped 
due to the fact a number of people took leave, as they do in the last 
quarter, and also due to the fact we had several investigations under- 
way, like the value investigation, which took the time of our liqui- 
dators. 

We have no investigations underway now and we expect a sub- 
stantial reduction in liquidations from 730,000, which is the present 
total, to, I suppose at the end of the year we will get down to 500,000; 
and that 500,000 is almost the irreducible minimum due to the number 
being withheld for appraisal, held in suspension by the customs court, 
and so forth. 

[ expect within the next year we will reduce the liquidations from 
730,000 to 500,000, which is a very good record compared to the way 
we were going before we put this program into effect. 

In nontechnical language, an entry is what the importer makes 
when he knows the goods are going to arrive or has arrived. He 
iakes an entry for the goods and they are examined and appraised, 
and when the final appraisal and final rate of duty is determined we 
vo through a computation process known as liquidation and the im- 
porter is given his final value and duty. That is 3 or 4 months later. 
But he is given a preliminary value and duty very quickly and gets 
his goods almost immediately. The preliminary and final appraisals 
very rarely differ. The liquidations that take 2 or 3 years to com- 
plete are those which are held for court action, on which there is a 
dispute on appraisal; and there is another class where an importer, 
such as in the case of liquor, puts the importation in a warehouse 
and withdraws it gradually over 2 or 3 years, so that the final liquida- 
tion does not take place until the final withdrawal. 


COMMITTEE ON DELAYS IN HANDLING PASSENGER ARRIVALS AT NEW YORK 


Mr. Canrietp. You also tell us that at the port of New York a com- 
ittee of steamship-company representatives, customs officers, and 
others interested in shipping operations has been organized to make 
a study of the causes of delays in handling passenger arrivals at that 
port, 

Do you perchance know when that committee will be able to report 
on their findings and conclusions ? 

Mr. Ketiy. This is a continuing committee. They are having a 
ieeting this week. This committee was formed at the instance of 
Collector Dill and Appraiser Couri. From a committee like this you 
rarely get anything that cuts off half the time. You get a collection 
of small things which amount to quite a saving in time. 
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Collector Dill is trying out a new method of examination. He has 
put it in at Idlewild and is putting it in on the piers, whereby, instead 
of standing in line with your declaration, when you get your baggage 
together you take your declaration to the desk and it is stamped, 
and you give it to an inspector in your area and he gives it an inspec. 
tion for clearance. The reason we have the man go to the desk and 
have his declaration stamped is because if 3 or 4 get their baggage 
ready at the same time we have a definite precedence. That is one 
of the results of the committee’s study. The results will be a lot of 
little things and the spirit of cooperation will help to beat the band. 


BAGGAGE EXAMINATION IN FOREIGN COUNTRIES 


Mr. Canrrevp. Insofar as examination of passenger’s baggage, do 
you know whether the larger foreign countries follow out a spot 
check system ? 

Mr. Keixiy. Of course I am not too familiar with the foreign 
countries, but passengers tell me that in some countries they do not 
check at all; if you are an American you walk right through. | 
think that is true, and that they do not have as much currency restric- 
tions as in former years. Foreign countries examine their own 
people far more than tourists. In Dover, for example, the English 
have a very rigid inspection of their own people because they go 
to France and buy clothing and things like that. An American will 
walk through with very little inspection while a citizen will have a 
very rigid inspection. The same is true in Canada. 


SMUGGLING OF NARCOTICS UNDER SPOT CHECK INSPECTION 


Mr. Canrievp. I take it, Commissioner, that you do not feel the 
smuggling of narcotics has increased to any extent as a result of 
the spot check method ? 

Mr. Ketiy. No. It is very difficult to give a definite answer on 
smuggling of narcotics, but as far as spot checking of baggage, it 
is my firm opinion that there has been no increase in the smuggling 
of narcotics due to the lessened inspection of baggage. 


SMUGGLING OF UNORTHODOX WEAPONS 


Mr. Canrievb. Insofar as the checking of ships, that is, looking into 
ships for possible discovery of unorthodox weapons, you have no nev 
recommendations for more manpower or more funds? 

Mr. Ketry. I wanted to go through with more surprise checks 
before we come to you for a recommendation for more people. There 
is also an overall study being made on narcotics, and we want to 
know more about where we stand before we make any request fot 
more people. 


TREASURY REPRESENTATIVES IN THE FAR EAST 


Mr. Canrretp. On the subject of narcotics, Commissioner, hov 
many representatives do you have in the Far East, which is a greit 
source of opium and heroin ? 

Mr. Ketty. I will ask Mr. Emerick to answer that. 
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Mr. Emerick. We have 2 men in Hong Kong and 1 in Tokyo. 

Mr. Canriexp. Is their job exclusive as far as narcotics is concerned ¢ 

Mr. Emerick. No, sir. They are required to work on anything 
pertaining to violations of laws enforced by the Treasury Depart- 
ment. For instance, if there is a counterfeiting case in Hong Kong 
the police will turn over the evidence and the plates at the conclusion 
of the trial to our agents and the counterfeit currency and plates and 
so on will be transmitted to Washington to the Secret Service. How- 
ever, narcotics in Hong Kong occupies at least 80 percent of their 
time today. 

Mr. CanrieLp. Do you think that two Treasury men are sufficient 
to cope with the challenge out there ? 

Mr. Emerick. They are doing a good job. However, they are 
covering the Orient, and we could use an additional man to advantage. 

Mr. Gary. You could use a thousand, could you not? 

Mr. Emerick. I am putting it conservatively. 

Mr. Ketiy. This man has to work with the local authorities. You 
cannot have too many people that the local authorities will have con- 
fidence in. Too many people might not be good, but one more in 
Hong Kong and one more in Tokyo could be used. 

Mr. Ross. Off the record. 

(Discussion off the record.) 

Mr. Emertck. We are getting wonderful results in the Orient 
today. When seizures of narcotics are made in this country and 
evidence is obtained indicating the source, that information is im- 
mediately cabled back to Hong Kong or Tokyo and the police cause 
raids to be made in their areas and we have had some wonderful 
results. 


PRESIDENTS INTERDEPARTMENTAL COMMITTEE ON NARCOTICS 


Mr. Canrietp. The Bureau of Customs, of course, is represented on 
the Interdepartmental Committee the President has formed to study 
this question of narcotics ? 

Mr. Ketry. Yes. 

Mr. Rose. I am the Treasury member, Mr. Canfield. 

Mr. Canrievp. Representing narcotics and customs and all branches 
of the Treasury ? 

Mr. Rose. Yes. I might add we are in close touch with both the 
Bureau of Narcotics and the Bureau of Customs. 


INCREASE IN SEGREGATION AND EXAMINATION OF FOREIGN MAIL 


_ Mr. Canrreip. Commissioner, part of the increase you are request- 
ing is for increased segregation and examination of foreign mail so 
as to further restrict the importation of political propaganda. When 
this subcommittee visited New York last year, this type of mail was 
definitely on the increase. I take it that is a continuing thing? 

Mr. Keury. Yes. 

Mr. Canrretp, Where does most of that mail emanate from; do you 
know ? ’ 

Mr. Keiiy. Most of it comes from the Iron Curtain countries. It 
goes to colleges, college professors, and so forth. Some of it comes 


| via England and some from France. If we secure this appropriation 
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we propose to set up little groups in Chicago and in San Francisco 
and I think in New Orleans as additional places for the screening of 
mail. New Orleans would take the mail from Mexico, and San Fran- 
cisco from the Orient, and Chicago is a great center for import mail, 
So we would “heavy up” on New York and put in these additional 
centers. 


FREE INSPECTION SERVICE FURNISHED TO AIR CARRIERS 


Mr. Canrre_p. Mr. Commissioner, what is the so-called free service 
furnished to air carriers? 

Mr. Ketry. In regular hours we furnish free inspection service to 
aircraft carriers. For instance, at Idlewild we furnish inspection 
free from 7 in the morning until about 6 or something like that. You 
are more familiar with this than I am, Mr. Strubinger. 

Mr. Strupincer. The so-called free service is service that we furnish 
during any hour of the day, that is, on weekdays, where we feel that 
there is enough business to warrant the regular assignment of per- 
sonnel to it. In other words, at LaGuardia today we have free service 
available 24 hours a day on weekdays. The number of men on duty 
at any particular hour depends on the needs for service. 

Our heaviest number of people assigned is between the hours of 
about 7 o’clock in the morning, and 4 o’clock in the afternoon. From 
4 o'clock in the afternoon until midnight there is a gradual diminution 
of the number of people that are there. From midnight until about 
6 o’clock I think we have just 4 people on duty, who are able to take 

care of the regular scheduled arrival of aircraft. 

In addition to the free service, when flights are late and they come 
in after midnight, and we need more than four inspectors, we put addi- 
tional men on an overtime basis. All Sunday pay and holiday work 
must be covered on an overtime basis. 

Mr. CanrieLtbD. Who pays the overtime / 

Mr. Srrupincer. The carrier pays the overtime. 

Mr. Ketiy. During the year we have made changes in our regular 
shifts and have materially reduced the overtime that we are charging 
to carriers, and I think at Idlewild we have cut it down approxi- 
mately one-third by arranging our shifts and scheduling personnel 
on a regular basis. 

Mr. Canrtevp. Off the record. 

(Discussion off the record.) 


USE OF INSPECTOSCOPE IN EXAMINING MAIL AND PACKAGES 


Mr. Canrietp. I have one other question, Mr. Emerick. Is the 
januari used at all in the examination of mail and packages! 

Mr. Emerick. Not at the present time. They used it during the 
war at some ports when they were searching for Government property 
that was being mailed by certain service personnel, but it has not been 
used in the Customs Bureau for several years now to my knowledge. 
During the war manpower was provided in the main, from armed 
services personnel, 

Mr. Canrretp. Where they could pick up guns, and so forth? 

Mr. Emerick. Yes; guns, dental equipment, surgical instruments, 
and all types of valuable equipment owned by the Department of 
Defense. 
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Mr. Murray. I, too, would like to welcome you to the committee, 
Mr. Kelly. This is my first term, and the first time I have been on 
the committee, so I am not too familiar with the Bureau of Customs 
myself. Ido have 1 or 2 short questions, 


NATURE OF BACKLOG OF LIQUIDATIONS 


Referring to the liquidation backlog, do those liquidations arise 
where, say, a business makes a claim of value, and then the customs 
department claims a higher value than the business claims? Is that 
how those cases arise ¢ 

Mr. Ketxiy. Liquidation is just the process determining the amount 
of duties payable on goods coming in. For instance, when you buy 
watches from Europe and they come in and an entry is made out 
and they are examined and an appraisement is made, then the final 
paper or final clearing of the item telling how much you owe, giving 
you clearance, and so forth, is called liquidation. 

Mr. Murray. Does that backlog arise as a result of, say, the busi- 
nessman disputing the Government’s value put on the goods or the 
Government disputing the value of the businessman ? 

Mr. Kerry. Yes; a good part of it is the result of disputes. Part 
of it is before the courts where they appeal our appraisement, saying 
it is incorrect, or that the classification is incorrect. Then you add 
to the time delay of our getting it through our people, and then also 
due to the fact that it is in the warehouse, and we do not liquidate 
until all of these goods are out of the warehouse. Answering your 
question directly, a large part of it is due to disputes over the classifi- 
cation and appraisement we make. 

Mr. Rost. May I interrupt for a moment? Am I not correct in 
thinking that the backlog of liquidation referred to in the paragraph 
to which Mr. Murray is referring is the type of liquidations that have 
been reduced from 350,000 to 200,000, and those are not in dispute? 

Mr. Ketiy. Yes; those are workable. 

Mr. Rose. Whereas the overall figures, including those in dispute, 
and which were referred to earlier, have been reduced from a maxi- 
mum backlog of 909,000 at the end of the third quarter of the calendar 
year 1953 to something in the neighborhood of 735,000 at the present 
time. 

Mr. Ketiy. Yes. 

Mr. Rosr. Those are the overall figures pending liquidations. The 
smaller figures are only the ones which are not in dispute and ready 
for completion. 

[ think the simplest way of defining a liquidation is the process 
of submitting to the importer a bill for duty. It really is just his 
import duty bill. 

Mr. Murray. I understand that pretty well, but it is this 350,000 
which T am talking about which was referred to in paragraph 1 of 
Mr. Kelly’s statement, a reduction in liquidation backlog from 350,000 
to under 200,000. Those were cases where there was no dispute as 
to value; it was just a question of getting a complete statement ? 

Mr. Rosr. Completing the paperwork. 

Mr. Murray. Yes, completing the paperwork, which was assisted 
by this Customs Simplification Act. 

Mr. Roser. Yes. 
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Mr. Murray. Now, in talking about value determination and in- 
vestigations, those are cases in which there has been a dispute between 
the Government and the purchaser or recipient of the goods as to the 
value of those goods? 

Mr. Srrusincer. No, not necessarily a dispute. There might be in- 
volved a question of additional information needed. In other words, 
we might have a value which looks good, but there are certain other 
vital elements needed, such as packing charges and things of that 
kind which we have to go back and get information on. A good many, 
however, do exist by reason of a finding of an appraisement higher 
that that which was entered, but they are not all due to out and out 
disputes. 

Mr. Murray. I see. 

When you made the statement that a group of experienced apprais- 
ing officers were assigned to the London office for the express purpose 
of reducing this backlog, was it the purpose of those officers to deter- 
mine value, or was it just to determine freight charges and things like 
that ? 

Mr. Srrusincer. Their particular assignment was to get together 
information needed by the appraising officers to complete appraise- 
ment. It may have had many aspects. Quite a few of them had to do 
with the cost of production, which can only be developed at the place 
the goods were manufactured. 

Mr. Murray. The only reason I was asking that question is because 
I certainly do not want, and I do not believe oa would want the 
Government, just for the sake of clearing up backlogs, to not thor- 
oughly go into the question of value and of duties. 


CHICAGO AS AN AERIAL PORT OF ENTRY 


You also made a statement about extending clearance to Bermuda 
and additional places for air passengers. I was reading in the Chicago 
papers about the possibility of making Chicago an aerial port of entry. 
Has anything been done on that, or is that still under consideration! 

Mr. Keitiy. Chicago is rapidly becoming an international airport. 

As you know, they are starting to have flights from Chicago direct 
to Europe by Great Circle flying. 

Whether a port is a port of entry or an international airport is deter- 
mined by the number of flights it has, and, really, it is an academic 
question because we serve the flights as they come in. As Chicago gets 
enough scheduled flights and as it gets certain status we will call it a 
port of entry, and if it gets more we will call it an international air- 
port. As I say it is an academic question. We will serve whatever 
planes come in and serve them adequately. 

I was out there not long ago and saw the additional facilities re- 
cently built to provide for customs and immigration. They are dou- 
bling their present facilities. We will handle the flights as they 
come up. 

Mr. James. Mr. Chairman, as usual, when the interrogation filters 
down to this end of the table it has completely exhausted all possi- 
bilities. 

I do want to say, again, however, that I am very much pleased that 
the Government has again turned to southeastern Pennsylvania, that 
great industrial center of the Delaware River Valley, to seek the top 
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talent heading one of its most important agencies in the Treasury 
Department. 

Mr. Kelly has been a little modest in reciting for the record some of 
his biography, but I would like to say for him that his name and fame, 
in a community of great industries and great industr lalists, 1 is written 
very large. Mr. Kelly has had a very prominent place in the indus- 
trial and community life of the Philadelphia area of Pennsylvania, 
and he has earned the high respect and confidence of the people of that 
community. That has been further testified to by the positions of 
Jeadership he has held not directly concerned with industry. 

I am sure that the Government has, in Mr. Kelly, a great servant 
and an able administrator. I know that when he writes the record 
for his present office that it will be one that will be universally ap- 
proved. 

Mr. Ketxiy. Thank you, sir. 

Mr. Gary. Mr. Sieminski. 

Mr. Sturensktr. I have no questions, Mr. Chairman. 

Mr. Gary. That completes the examination for the Customs Bureau. 

Mr. Kelly we appreciate your presentation and that of the other 
members of your staff. 

Mr. Kexiy. Thank you, Mr. Chairman. 

Mr. Gary. The committee will recess until tomorrow morning at 10 
o'clock. 


Tuerspay, Fesruary 8, 1955. 
UNITED STATES COAST GUARD 
WITNESSES 


VICE ADM. ALFRED C. RICHMOND, COMMANDANT 
CAPT. C. B. ARRINGTON, COMPTROLLER 
H. CHAPMAN ROSE, ASSISTANT SECRETARY OF THE TREASURY 


Mr. Gary. The committee will come to order. 

We take up this morning the request of the Coast Guard. We are 
glad to have Adm. Alfred C. Richmond, the Commandant, and his 
staff with us. 

We will be very glad to hear from you now, Admiral Richmond. 


GENERAL STATEMENT 


Admiral Ricumonp. Thank you, Mr. Chairman. 

The Coast Guard requirements for fiscal year 1956 total $185,475,000. 
This sum includes operating expenses at $1! 54 million, a reduction of 
$1,809,300 from the 1955 appropriation ; $7 million for acquisition, 
construction, and improvements; $21,300,000 for retired pay; and 
$5,175,000 for Reserve training. 

For the past 2 years aircraft replacement has been deferred to a 
large extent but now, since the end of the production line for P5M 
seaplanes i is approaching, $6 million has been requested under “Ac- 
quisition, construction, sad improvements” to order 3 replacements 
for overage seaplanes. Normal additions to the retired rolls necessi- 
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tate an increase of $1,445,000 in the retired pay .account and we are 
requesting an increase of $675,000 to improve the Reserve training 
program. 

Despite additional requirements for retired pay and Reserve train- 
ing, the overall 1956 budget program exceeds the $184,964,300 current 
year appropriations by only $510,700. 


PROGRAMS UNDER “OPERATING EXPENSES” APPROPRIATION 


The appropriation requested for “Operating expenses, Coast Guard” 
is $154 million, $1,809,300 less than the appropriation for the current 
year of $155,809,300. 

This year the presentation of the “Operating expense” require: 
ments incorporates the revised activity schedule which was outlined 
to the committee during last year’s hearings. Thus, you: find the 
requirements stated in terms of types of units which we operate and 
programs which we administer. Unlike the submission of former 
years, this one is supported by the accounting records. 

The previous years’ submissions in terms of the generalized con- 
cepts of activity ‘of “Search, reseue, and law enfor cement,” “Operat- 
tion of aids to navigation,” “Port security,” and so forth, required 
arbitrary assignments of multiple-function units to a single activity 
and arbitrary allocation of supporting costs to oper ating unit costs, 
an allocation sometimes involving as much as 58 percent of the entire 
appropriation. Neither of the former arbitrary processes was capable 
of support in the accounting records. 

A brief résumé of the revised activities and a mention of the prin- 
cipal items of interest under each might be helpful at this point: 


VESSEL OPERATIONS 


Under this heading are grouped the Coast Guard floating units: 
The cutters, icebreakers, patrol craft, buoy tenders, tugs, and so forth, 
which engage in the Coast Guard’s assigned duties of search and 
rescue, tending aids to navigation, law enforcement, and port security. 

The 8 additional 95-foot boats being constructed during 1955 for 
harbor entrance patrol duty at the ports of New London, C “harleston, 
and San Diego will be ready for operation early in fiscal year 1956 and 
operating expenses for this extension of the port-security program 
are reflected in the estimates before you. 

In addition to those shown under this activity, the Department of 
Defense finances 18 major cutters which we use for ocean station 
duties. As you know, these vessels are available to meet Coast Guard 
statutory search and rescue requirements. 


AVIATION OPERATIONS 


Coast Guard air stations and detachments, together with the air- 
= they support, make up our aviation activity. Our fleet of 126 

seaplanes, eee landplanes, and helicopters are deployed pri- 
marily for search and rescue missions. In addition, they conduct 
aerial reconnaissance for icebergs in connection with the Interna- 
tional Ice Patrol; make aerial searches for illegal stills and other 
Federal law violations; make helicopter sur veillance flights over New 
York City Harbor as part of the port-security program; and assist 
in logistic support of isolated stations. 
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While no change in the level of aviation operations is planned for 
1956, approximately 30 percent more aircraft come due for complete 
overhaul than were sohiataiel for 1955, requiring an increase in main- 
tenance funds. Normally such overhauls are scheduled so that fund 
requirements will not vary radically from year to year. However, 
irregularity and deferment of aircraft replacements inevitably cause 
variation in maintenance requirements from year to year. 


SHORE STATIONS AND AIDS TO NAVIGATION OPERATIONS 


Under this category fall lifeboat stations, light stations, loran sta- 
tions, radio stations, and so forth. 

In addition, marine inspection offices and detachments are main- 
tained in principal ports for the purpose of inspecting United States 
merchant vessels, licensing and certificating merchant marine person- 
nel, and enforcing of laws and regulations for safety of life and prop- 
erty in waters under United States jurisdiction and on the high seas. 

For security purposes major harbor entrances and anchorage areas 
are patrolled; loading and unloading of dangerous cargoes are super- 
vised; and merchant seamen and longshoremen are screened to keep 
subversive elements from vessels and critical waterfront areas. Since 
last year the shoreside patrol of restricted areas has been reduced to 
spot checks to assure that owners and operators are complying with 
security provisions. By redeploying 40-foot craft, the harbor entrance 
patrol was recently extended to Savannah, Ga.; St. John’s River, Fla. ; 
and Sabine Pass, Tex. As stated under “Vessel operations,” in 1956 
we are extending the entrance patrol to three additional ports. The 
funds requested under this activity provide for radio, radar facilities, 
and so forth, on shore to support the patrol in each of the three ports. 


There are no other significant changes planned in these operations 
for 1956. 
REPAIR AND SUPPLY FACILITIES 


No change in the level of repair and supply operations is planned 


for 1956; however, Coast Guard supply facilities are being integrated 
with naval supply activities at Brooklyn, N. Y.; Great Lakes, II1.; 
and Seattle, Wash.; to effect economies. 


TRAINING AND RECRUITING FACILITIES 


All of our training and recruiting activities, such as cadet training 
at the Coast Guard Academy, petty officer training at Groton, Conn., 
recruit training at Cape May, N. J., and Alameda, Calif., training 
at other Federal or commercial institutions, correspondence courses, 
recruiting stations, and so forth, are grouped under this heading. 

As the committee is aware, our aviation training program is accom- 
plished primarily at Navy training facilities. Heretofore, only nom- 
inal reimbursement was required for training at Pensacola and none 
at Corpus Christi. However, the Navy has now revised its procedures 
so that charges are based upon current costs at both training facilities, 
thus raising costs considerably over the expense previously budgeted 
for. This increase had to be reflected in our request for 1956, 
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ADMINISTRATIVE AND OPERATIONAL CONTROL 


In this category is included administrative direction and coordina- 
tion of all Coast Guard activities, internal auditing and inspection, 
liaison personnel assigned to cther agencies, and administrative serv- 
ices to operating units. No changes are proposed for 1956. 


OTHER MILITARY PERSONNEL EXPENSE 


This activity provides for certain military personnel expenses 
which are not practical to charge directly to operational or adminis- 
trative units, such as pay of personnel in hospitals or in transit be- 
tween assignments; expenses of permanent changes of station, in- 
cluding travel of dependents and transportation of household effects; 
mustering-out, terminal leave, and severance pay; and recreation 
expense. 

Requirements under this heading for 1956 will be about $3 million 
less than during 1955 because of a decrease of 4,220 in military person- 
nel separations. 


SUPPORTING PROGRAMS 


Programs such as vehicle, boat, and electronic equipment replace- 
ment, material transportation costs, printing, and ammunition pro- 
curement fall under this aetivity. These items have such general ap- 
plicability that it is impractical to distribute the costs directly to 
units. 

Ice breaking on the Illinois River has been performed for the Coast 
Guard through a contractual arrangement with local waterway opera- 


tors. It is considered that the urgency of keeping this waterway open 
beyond the normal navigation season no longer exists, therefore the 
$200,000 budgeted for this operation in prior years is not being re- 
quested for 1956. 


PROGRAMS UNDER **ACQUISITION, CONSTRUCTION AND IMPROVE MENTS” 
APPROPRIATION 


Seven million dollars is requested for this appropriation. which 
finances the establishment and improvement of aids to navigation, the 
procurement of aircraft and the replacement or improvement of ves- 
sels and shore structures. Projects for 1956 include $470,000 for the 
establishment of essential aids to navigation to mark channels im- 
proved by United States engineers and to serve maritime commerce; 
$450,000 for reconstruction and improvements at 6 shore stations; 
$6,000,000 for replacement of 3 of the 50 aircraft that are or will be 
overage by June 30 1956; $50,000 for preliminary design plans for a 
replacement for our inadequate 25- to 30-year-old 125-foot and 165- 
foot patrol craft; and $30,000 for a survey and plans to replace a 
lightship with a more economical light station. 


PROGRAM UNDER “RETIRED PAY” APPROPRIATIONS 


For “Retired pay” in 1956 we are requesting $21,300,000, an increase 
of $1,445,000 over the current year appropriation. This is attribut- 
able to an expected normal increase of 546 in the average number of 
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persons to be carried on the retired list under existing laws. Offset- 
ting this cost is the saving expected during 1956 from the difference 
between retired pay deductions and the annuity payments to sur- 
vivors. Such survivor’s benefit was authorized by Public Law 239, 
approved August 15, 1953. 


PROGRAM UNDER “RESERVE TRAINING” APPROPRIATION 


The appropriation requested for “Reserve training” for 1956 is 
63,175,000, an increase of $675,000 over the amount appropriated for 
1955. 

Since the inception of our Reserve training program, undertaker 
with funds appropriated by this committee in 1949, we have been 
attempting to develop a highly trained Reserve force, drilled as organ- 
ized units, ready to cope immediately with a national emergency. 
‘Training emphasis has been largely in the field of port security. 
During the current year an average of 6,300 Reservists are scheduled 
for the organized drill program. However, to provide this number 
with the maximum training possible, within available funds, a drill 
program of 48 scheduled drills is being conducted, with the trainees 
receiving pay for only 75 percent of the drills. In addition, we are 
able to provide 70 percent of the participants with active-duty training 
with pay. The funds requested for 1956 will permit us to pay for 
all 48 scheduled drills and provide paid active-duty training for this 
eroup. 

It has been determined that, in order to meet the initial military 
manpower requirements upon mobilization, there should be available 
a trained Reserve force of approximately 39,000 officers and enlisted 
personnel. While the total strength of the Coast Guard Reserve is 
constantly increasing (as a result of servicemen being discharged 
from the Regular Coast Guard who must remain in the Reserve for 
a period of obligated service in accordance with the Universal Mili- 
tary Training and Service Act), it should be noted that the Reserve 
is still far below mobilization strength, and, furthermore, only about 
ene-third of the presently available personnel are being trained or 
drilled as organized units. 

As you gentlemen know, the President has recently announced a 
national reserve plan which, if adopted, will result in sweeping 
changes and increased costs in the Reserve programs of all of the 
Armed Forces. If and when the Congress approves this plan, or 
some modification thereof, it undoubtedly will be necessary to appear 
again before this committee in order to request additional funds if 
the Coast Guard is to discharge its responsibilities under that plan. 


MATTERS OF GENERAL INTEREST NOT DIRECTLY RELATED TO 
SPECIFIC APPROPRIATIONS 


OPERATIONS FINANCED FROM APPROPRIATIONS OF OTHER DEPARTMENTS 


The financing for 524 ocean stations on the basis of 3 cutters a 
‘tation was accomplished by the Department of Defense as a defense 
s tequirement for 1955. Subsequent to this arrangement, an interna- 

ional civil aviation organization agreement in March 1954. in con- 
s Junction with a bilateral agreement with Canada, established the 
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United States obligation for an additional one-third station, making 
a total of 6 stations (4 in the Atlantic and 2 in the Pacific). This 
required the programing of 18 cutters for the operation, which will 
be continued in 1956, with the entire financing being accomplished 
by the Department of Defense. As before, these vessels will perform 
the dual functions of ocean-station duty and search and rescue. 

In addition to this regular 6-station program, the Department of 
Defense has made a preliminar: v request to the Coast Guard to operate 
2 more ocean stations (6 vessels) for an indefinite period. If this 
program is firmed up, it is proposed to carry it out on a reimbursable 
basis during 1956. 

Beginning this year, 2 loran chains, consisting of-3 stations each, 
will be oper rated a the Coast Guard with funds advanced by the 
Department of Defense. One chain, located in the Gulf of Mexico, 
has previously been operated by the Air Force and the other is experi- 
mental. Ope rations are expected to continue through 1956 on a reim- 
bursable basis. 

The United States Coast Guard cutter Courier will continue to oper- 
ate in foreign waters to provide a mobile antenna for the transmis- 
sion of Voice of America programs which are broadcast to Europe. 
The funds required for this operation are advanced to us annually 
by the United States Information Agency. 


MANAGEMENT IMPROVEMENT 


Continuation of the housecleaning program to eliminate excess, 
obsolete and nonusable material has resulted mn actual disposals of 
$3,286,426 from January 1 through November 30, 1954. In addition, 
material awaiting disposal as of November 30 paeer ol to $2,901,789. 

Plans and policies have been developed and promulgated for a 
thorough review of the real property holdings of the Coast Guard, 
and an examination of those holdings in relation to the needs of the 
service to determine excess real property holdings. During the first 
6 months of the current fiscal year, 14 properties have been declared 
excess and reported to the General Services Administration for dis- 
posal. The fair market value is estimated to be $315,083. 

In the interests of better utilization of Government-owned facilities 
and economy of operation, we have moved our supply depot at Seattle 
into space provided by the Navy Supply Depot. The Coast Guard 
supply depots at St. Louis and Cleveland were moved and consolidated 
into space provided at the Naval Supply Depot, Great Lakes, Ill. 
The operations of the Coast Guard Supply Center at Jersey City, 
N. J., and its annex in Brooklyn, are being moved into space prov ided 
by the Navy in Brooklyn, N. Y. This latter move permits the release 
of Coast Guard property valued at approximately $1,500,000 to Gen- 
eral Services Administration for disposal. We are also moving our 
district office at Cleveland from leased space to Government-owned 
space in the old post-office building. 

Agreements with the Navy Department have been firmed up or are 
in process of negotiation whereby Coast Guard units will receive direct 
support from the Navy for general stores items, medical and dental 
stores, ordnance parts and ammunition, and electronics parts and com- 
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ponents. Direct naval support will, it is hoped, enable the Coast 
Guard to reduce further its inventories. 

In respect to financial management, significant developments during 
the past year are briefly as follows: 

(1) We have given our district commanders more flexibility in fund 
administration consistent with their operational responsibiltes. Not 
only has the number of allotment accounts been reduced to simplify 
budgetary operations and decrease paper work but the district com- 
mander has been given more ort in transferring funds between 
allotment accounts. 

(2) Industrial principles of financing and accounting for mainte- 
nance and repair work have been extended to several bases and depots 
on a trial basis within the framework of the annual appropriation. 
This development will provide management with a more direct means 
of associating total costs with estimates for such work and also provide 
more useful reports for planning and control in these areas. 

(3) The capitalization of real property and installation of proce- 
ian for maintaining property accounts on an economically feasible 
basis has been accomplished. 

(4) The integration of commuted ration mess accounting into the 
overall system of accounts is planned in the near future to achieve 
more effective control over this operation. 

in the area of records management, the issuance of a comprehensive 
schedule for disposal of rec ords developed for use in the field has and 
will continue to enable field activities to utilize more fully the space 
and equipment assigned. In addition to the overall program develop- 
ment, two districts have utilized General Services Administration’s 
Records Management Service, resulting in improved local records 
creation and maintenance procedures. 

A number of inspection checkoff lists were developed and dissemi- 
nated for the following categories of Coast Guard units: Floating 
units, bases, depots, lifeboat stations, light stations, light attendant 
stations, marine inspection offices, group commands, ship-training de- 
tac hments, and loran transmitting stations. The use of such checkoff 
lists insures adequate coverage of inspection, provides uniformity of 
inspection for like units, and establishes a basis for objective evalua- 
tion, determination of causes of deficiencies, and facilitates conclu- 
sions and recommendations for corrective action. The lists have also 
been made available to units to afford them the opportunity for self- 
observation and evaluation which has resulted in improvement in the 
operation and management of the unit. Additional checkoff lists are 
being prepared for other categories of units of the Coast Guard. 

I feel it appropriate in connection with these general remarks on 
management improvement, to make brief reference to the audit re ort 
recently transmitted to the C ongress by the General Accounting Office, 
covering the activities of the C oast Guard for the fiscal year 1952. We 
have ¢ arefully reviewed this report and, generally, find it to be quite 
objective and constructive. Each of the recommendations relates to 
‘matter of which we are aware and, in most instances, have been pur- 
suing in the direction indicated by the General Accounting Office, in 
our day-to- day administration. 

I would make specific reference, however, to the one rec ommenda- 
tion by the General Accounting Office concerning the conversion of 
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some 2,600 billets presently occupied by military personnel to civilian 
occupancy. Because of the obviously serious budgetary implication 
in this case, we have very carefully gone over the total re asoning be- 
hind the recommendation. Our study in this respect has clearly « con- 
firmed our initial reaction that the $9 million a year savings indicated 
is unrealistic and distorts to a considerable degree what might reason- 
ably be viewed as capable of achievement. We certainly do not take 
issue with the principle stressed in the recommendation—that in cer- 
tain cases the utilization of civilian personnel rather than military 
personnel in some types of shoreside Jobs is clearly desirable from a 
standpoint of effectiveness and efficiency and, perhaps, economy. This 
principle has always been recognized by the Coast Guard and Is a firm 
part of our present-day administrative policy. As a matter of fact, 
the same job classification survey conducted by an outside manage. 
ment consultant firm in 1950, which served as the very foundation of 
this recommendation, was made possible only through the insistent 
efforts of the Coast Guard at that time to get an objective appraisal 
of this rather complex problem. 

I shall, of course, be most happy to develop this matter further dur- 
ing the course of these hearings, should you so desire. 


MERCHANT MARINE SAFETY 


A major improvement in merchant marine safety attended the enact- 
ment of Public Law 500, 83d Congress. In general, we can now deny 
the issuance of original documents to applicants, or revoke existing 
documents of seamen, if these persons have been convicted of a narcotic 
drug law violation, or have ever used or been addicted to narcotic 
drugs and have no satisfactory evidence of cure. Heretofore, we were 
unable to take nec essary action unless such persons were employed 
aboard ship at the time of the offense. 


PERSON NEL PROCUREMENT 


The difficulties in procuring personnel through voluntary enlist- 
ment is a matter of immediate concern to the Coast Guard, as well as 
to the other armed services. There is, at present, a decided lack of 
interest in military careers among the young men of the Nation. This 
fact, coupled with reduced dr: aft calls and a relatively high employ- 
ment level, has presented the services with a diffic ult manpower 
situation. 

The fact that only about 3 percent of first enlistees reenlist, accentu- 
ates the need for new procurement. However, the reenlistment pic- 
ture in general is encouraging. For example, during fiscal year 1954 
veenlistments from second and subsequent enlistments averaged 55.7 
percent. For the first 6 months of fiscal year 1955, second and subse- 
quent reenlistments have increased to about 72 percent. The current 
overall reenlistment average is approximately 14 percent, an increase 
of 75 percent over the average for fiscal year 1954. 

During October, November, and December only 50 percent of the 
recr uiting quota was met. Asa result of this deficit, recruiting quotas 
for the next several months have been increased in order to maintain 
the operating strength of the service. In an attempt to meet these 
higher quotas, additional men have been assigned to recruiting duty 
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and mobile recruiting equipment is being utilized to reach into areas 
not previously exploited for new personnel. It was also deemed nec- 
essary to reduce certain enlistment qualifying standards. Addition- 
ally, we are enlisting 30 Filipino nationals per month to provide new 
personnel in the steward branch. 

The foregoing discussion covers in general the estimates which we 
are presenting to the committee. I w ill be pleased to discuss further 
any of the points on which additional information may be desired. 

Mr. Gary. Thank you, Admiral. 


OCEAN STATIONS REIMBURSED BY DEFENSE DEPARTMENT 


Admiral, what is the situation now with reference to your ocean 
-tations ? 

Admiral Ricumonp. At the present time, sir, we are operating 6 
ocean stations, utilizing 18 vessels which also are utilized by the Coast 
Guard for general search and rescue; 4 of these stations are in the 
Atlantic and 2 in the Pacific. The Defense Department has reim- 
bursed us this year for the operation of 17 of the vessels, and in 1956 
they will reimburse us for 18. 

in addition to that, there is the possibility of two additional ocean 
stations being required in the Pacific—I mentioned that in my state- 
ment—in support of certain tests out there. If they are put into oper- 
ation it will be on a reimbursable basis and the matter is being explored 
now as to whose responsibility it will be. 

Mr. Gary. When the suggestion was made to affect this dual status 
of the stations with the Coast Guard operating them and the Defense 
Department paying for them, the committee was a little apprehensive 
that it would not work satisfactorily. Can you give us some idea as 
to how the experiment has worked out ? 

Admiral Ricumonp. Well, as far as the experiment this year, it 
has worked out successfully because the Defense Department made 
the transfer at the beginning of the year and there has been no 
particular problem in accounting or otherwise. As I told the com- 
mittee last year, any reimbursable program is bad from the adminis- 
tering agency’s standpoint, particularly for a military service, because 
you have no guaranty of how long it will continue on that basis, and 
if the Defense Department changed their plans it would place the 
Coast Guard in a very difficult position. But at the present time they 
have indicated that they desire the program carried forward for next 
year, and our plans are laid accordingly. 

Mr. Gary. tome plans are to carry it forward on a reimbursable 
basis for the next year ? 

Admiral Ricumonp. That is right. 

Mr. Gary. Has there been any friction between the Defense De- 
partment and the Coast Guard in the operation ? 

Admiral Ricumonp. Not at all. 

Mr. Gary. I suppose the operation is left entirely to you? 

Admiral Ricumonp. Entirely. 

Mr. Gary. And they merely put up the money ? 

Admiral Ricumonp. That is exactly right, sir. 

Mr. Gary. How many ocean stations are being operated now all 
together in the Atlantic and Pacific? 


58681—55——22 
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Admiral Ricumonp. In the Atlantic the European countries are 
operating five additional stations east of the chop line. The Canadians 
are operating one in the Pacific. The Japanese—I believe I am right 
in this—are still continuing to operate 11% stations, but they are 
not part of the agreement or in any way tied insofar as any inter. 
national agr eements are concerned. 

Mr. Gary. So that makes a total of how many in the Atlantic and 
how many in the Pacific? 

Admiral Ricumonp. We have 1314, including the Japanese. That 
half station, if they are still operating it, is a typhoon station which 
they put south of Japan during the typhoon season. 

Mr. Gary. That is how many in the Atlantic and how many in the 
Pacific ? 

Admiral Ricumonp. Nine in the Atlantic and three in the Pacific 
not counting the Japanese. I am not sure the Japanese are still 
continuing to operate those stations. The stations were originally 
operated by the Japanese during our occupation. Then when the 
peace treaty was signed they carried them on for a while but there 
was some question whether under their budget they could continue, 
They are not part of the ocean station complex that we are consider- 
ing here. 

Mr. Gary. Do you have a map showing the locations of the stations? 

Admiral Ricumonp. I have, sir. This shows all the locations 
except those of the Japanese stations. 


RESCUE WORK DURING FISCAL YEAR 1955 


Mr. Gary. You recently had a rather dramatic rescue at one of 
those stations. Could you tell us something about that? 

Admiral Ricumonp. Yes, sir. I might say that this year has been 
a very active year for the Coast Guard. That, I think, was high- 
lighted, perhaps, by that particular rescue. 

“Mr. Gary. Give us a résumé of the whole incident. 

Admiral Ricumonp. You probably know the general outline. A 
MATS DCH, bound across from the Azores to Bermuda, apparently 
bucking headw inds, ran short of fuel. I understand there is a story 
they accidentally dumped a tank of gas, which added to the serious- 
ness of the situation. It became apparent they would have to ditch 
about 1,000 miles east of Bermuda. They landed with considerable 
wind and sea. It was just about dusk, or a little after dusk, and 
from the time they hit water until they were on the deck of the 
Coos Bay it was 26 minutes. They were picked up in 12 minutes, 
I believe, and 14 minutes later they were on the deck. Eight people 
were saved in that trip and it was a splendid example of the coordi- 
nation and cooperation between the plane and the Coast Guard. | 
might say it demonstrated what this committee saw in the search and 
rescue exercise in Honolulu a year or so ago, that if you are going 
to get people out of the water in a hurry when they come down in 
unfortunate circumstances like that, you have to have a well-trained 
crew where everybody knows exactly what they are doing. 

Mr. Gary. They saved everybody on board ? 

Admiral Ricuwonp. Everybody was saved and there were no in- 
juries. Of course the captain of the plane did a nice job of getting 
her down on the water without breaking her up too badly. 
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Mr. Gary. The plane went down? 

Admiral Ricumonp. The plane was a complete loss. 

Mr. Gary. That was a very fine example of the efficiency of the 
Coast Guard and you may well be proud of it. 

Admiral Ricumonp. We are, sir. I could give you several others 
where some have not been as fortunate. For example, at Idlewild 
our helicopter was on the scene within 4 minutes after the crash 
and got 2 of the survivors out of the water. Of course they were 
not very far away, I concede, but it still was a nice job. Boats picked 
up about 16 in addition to that. There have been other cases. This 
has been a very active year. 

If I could take the time I would like to show you—in that case out 
there [indicating], the Coos Bay was on station so we could not 
bring the survivors in on the Coos Bay. We had to divert the Duane. 
The Duane was stationed at Bermuda. The Duane had proceeded 
from Bermuda and was standing beside the steamship J/ytro, which 
was out of fuel, until the weather moderated a little bit. The Duane 
went from the steamship /ytro to the steamship Galloway, which 
was in distress, which also had run out of fuel—apparently not only 
airplanes run out of fuel but ships also—the Galloway had been pic ked 
up by a tanker and the Duane proceeded to escort the tanker and the 
Galloway until a tug arrived. From the Galloway she went to the 
steamship Arlesiana—I do not know what was wrong with her—and 
trom the Arlestana to the Coos Bay to take off the eight survivors be- 
cause the Coos Bay could not leave the station. She got the eight 
survivors ashore and then went right out to make a search for the 
Hlome Sweet Home, a yacht lost south of Bermuda. 

This was an unusually active year. 


BERMUDA FACILITIES 


Mr. Gary. What is your setup at Bermuda now ? 

Admiral Ricumonp. We have three planes. We reduced the con- 
trol center. We keep a cutter there, rotating it back from ocean- 
station patrol. 

Mr. Gary. What is your total eee! q 

Admiral Ricumonp. In Bermuda? 

Mr. Gary. Yes. 

Admiral Ricumonp. I will have to get that for you. Do you mean 
counting the ship or not counting the “ship 2 The ship is not perma- 
nently stationed there. I would say in the neighborhood of 50 officers 
and men not counting the ship. I would like to correct that figure in 
the record. 

(The correct figure is 75 officers and enlisted personnel not counting 
a cutter deploy ed at Bermuda. ) 

Mr. Gary. That station is very effective? 

Admiral Rrcumonp. Very effective. 


REDUCTION IN OCEAN STATIONS 


Mr. Gary. Has the number of ocean stations been reduced ? 

Admiral Ricumonp. Yes; they were reduced in the beginning of 
this fiseal year, in other words, last July 1. You see, the United 
States entered on the 1st of July into the new international agreement 
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which reduced the requirement. Actually, there was a change in the 
position of some of the stations and, specifically, station Hotel which 
was about halfway between the United States and Bermuda was 
abandoned. Formerly we had 10 in the Atlantic. 

Mr. Gary. Do you think your coverage now is adequate 

Admiral Ricumonp. It would depend on how you asked the ques- 
tion. I would say “Yes” if you are thinking of the overall picture. 
From a weather reporting standpoint—and I am just repeating what 
I have always understood from Dr. Reichelderfer of the Weather 
Bureau—if they could do it they would like to have more coverage. 

Mr. Gary. You think the coverage is reasonably adequate ? 

Admiral Ricumonp. I think reasonably so from a search and rescue 
standpoint, because if a plane is in trouble, with the foreign stations 
and our own, and since they are generally—not necessarily, but. gen- 
erally—on the airline routes, he has a reasonable chance of getting in 
the vicinity of the ships. Of course, for the fellow who is apt to go 
in without any opportunity of saving himself, I do not think you 
could have sufficient ships to cover the situation entirely. For in- 
stance, the Navy Constellation that disappeared, there is no way of 
knowing exactly where it went in. 

Mr. Gary. You are likely to have that kind of situation any time? 

Admiral Ricumonp. That is right. 


LORAN STATIONS 


Mr. Gary. What about your loran stations ? 

Admiral Ricumonp. As to the loran stations, the situation is gen- 
erally the same as I reported last year. The stations in the Pacific 
are all completed and operating. Both Admiral Hirshfield and my- 
self made a complete trip through Alaska and the Southwest Pacific 
and visited every loran station we could get to on a tight time schedule, 
which was 24 out of 27 loran stations, and I would say the situation was 
very good. The morale was good, and I think the equipment and liv- 
ing conditions of the men have been greatly improved since I was there 
previously. 

During the year we have completed the Arctic loran stations which, 
as you know, were high priority items and which were all above the 
Arctic Circle, very difficult and very expensive to install. 

Mr. Gary. They are in Greenland ¢ 

Admiral Ricumonp. Two are in Greenland, speaking generally, and 
one at Labrador. Cape Christian is the actual location of the latter 
station. 

We had to make one change in our plans since we appeared before 
this committee. We had intended to build and operate all three sta- 
tions ourselves. The Danes refused to grant us permission for one of 
the stations, so it was necessary to enter into an agreement with the 
Danish Government for them to build the station and to operate the 
station after it was built. Sothe Coast Guard is operating two stations 
and the Danes are operating a third on a reimbursable basis. 

Mr. Ross. As I remember, that third station was too close to an in- 
habited Eskimo village for them to want a foreign military establish- 
ment in the vicinity. 

Admiral Ricumonp. Exactly. I expected the committee to ask me 
why and then I was going to bring that out. As you may know, the 
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Danes, of course, are very sensitive to the outside influences on the 
Eskimos of Greenland. We had originally planned to build on one 
island and they refused to even consider that and offered an alternative 
suggestion which we accepted. As the Secretary said, they felt the 
a e of the Coast Guard or of United States citizens there might 
be a bad influence on the natives, so they wanted to operate the sta- 
tion themselves. To get the station built that was the only possibility. 

The stations, incidentally, only went on the air in November. I 
think it will work out satisfactorily. 

Mr. Gary. What possible fear could they have of our influence on 
the Eskimos ? 

Admiral Ricumonp. They are very, very sensitive. 

Mr. Gary. How many loran stations do you have altogether ? 

Admiral Ricr-monp. 44. That is the overall count. I mentioned in 
my statement there are 3 stations in the Gulf of Mexico operated by 
the Air Force primarily for training purposes, both training of opera- 
tors and for the training of their navigators. Last year the Air Force 
decided that in the event of an emer gency they would operate no loran 
stations, so they saw no need of continuing the training of operators, 
and they asked if we would consider taking them over. We are in the 
process “of doing that. We have not taken them over yet. The Air 
Force will reimburse us. 

In addition to that I might mention the possibility of perhaps 
manning on a 1-year basis and on a mobile basis—there will be no 
major constructi 3 experimental stations in the Caribbean gener- 


ally. 
CONSTRUCTION OF LORAN STATIONS 


Mr. Gary. When this committee visited the loran stations in the 
Pacific several years ago it developed that some of the new construc- 
tion there was rusting and corroding because of the climatic con- 
ditions and it appeared to the committee that possibly the Coast 
Guard, in constructing those stations, had erred in trying to be too 
economical and consequently had used material that did not stand up. 
| know we had some discussion about it at the time. What is the 
situation now with reference to construction ¢ 

Admiral Ricumonp. Well, as to the specific stations—and you and 
I have discussed this and I have discussed it with other members of 
the committee—as far as those specific stations are concerned we had to 
do what we could with the money available. I think the committee 
raised a very pertinent point, and we have reviewed our construction 
practices. I might say that Admiral Hirshfield and myself both went 
into that thoroughly when we went out there. We criticized some 
of our later type construction and as a result of our trip there—and 
| might say Captain Eskridge was there this fall—we have pretty 
much come to this conclusion, ‘that if it is at all practical it is desirable 
to build the stations with your own forces, and use concrete-block 
construction. I mean if you do not have the time element to con- 
sider. Of course, in some of these stations they were built to get on the 
ur ina hurry, and if you have to get on the air fast you have to take 
what is available on the spot whether it is a quonset hut or whatever 
it is. But we were interested in what the 14th District was doing 
at Saipan, north of Guam. This station formerly was quonset huts, 
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but we have put in concrete-block construction there with our ow, 
force. 

The dwellings, the messhall buildings, and all of the living quar- 
ters for the men were quonset huts. One of our mobile detachments 
of men was in there—a small CB group of about 17 men—and they 
were replacing the quonset huts with concrete-block construction. It 
was the general observation that in the long run it would be a far 
cheaper type of construction, would last longer, and what is more, 
be very much more habitable for the men on the station. 

Mr. Gary. We were very much impressed with the concrete block 
that had been used in some of the newer stations, but I think at Fa- 
lalop, or 1 or 2 of the stations that were built very close to the ocean, 
some of the metal-window facings had not been in there very long, 
and they had already begun to show the effect of the weather. 

Admiral Ricumonp. That is correct and, of course, that is a difl.- 
cult problem. It does not make much difference what you use for the 
window sills, you are going to have trouble with them. Corrosion is 
a very difficult problem on many of those stations. 

We noted at Anguar particularly, where the station is right out 
on an exposed flat and there is a prevailing breeze bringing salt spray 
in, corrosion was attacking the trailers particularly. There we still 
he ave the transmitting and generating equipment in trailers. 

At the time you went out there the big difficulty was that the district 
had not come face to face with the proposition of doing this work with 
their own force. As a matter of fact, our only ship. out there from 
which we can get the necessary force to make some of these improve- 
ments is the Aukui, and it was then tied up with the original con- 
struction of what we call Elmos 6,7, 8, and 9. Since then we have that 
job completed, and we have the Ausui now available for rebuilding 
the older stations. 

I made a study of the comparative costs of concrete versus quonset 
based on the contract construction costs for the station at Falalop. 

Had the contractor put in all concrete-block construction there, the 
cost of would have been considerably in excess of our type of con- 
struction. 

I think the only way that we can lick concrete block today is to do 
it with our own force, and, if necessary, buy and send our own block 
machine into each location, but the trouble with that is that it is a long- 
term project. You cannot rebuild all of your stations at once. If you 
are going to do a job like that with a limited number of men, and do 
it yourself, you have to spread it over years. 

Mr. Gary. I think the real difficulty when we were out there was 
the fact that at that time you had just reached the point where you 
were determining which stations would be permanent, and which 
would be temporary. 

Admiral Ricumonp. Yes, sir; that is right. 

Mr. Gary. And you hesitated to put permanent construction into 
a station that might be temporary. I think that was wise, but now 
you are able to determine which are going to be permanent stations. 
In these permanent stations it is cer rtainly more economical to use 
a more permanent type of construction that will withstand the 
elements. 

Admiral Ricumonp. That is exactly what we are doing, and doing 
that with our own force, not by contract, and doing it in the most 
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economical way we can, which is through a force sores the same 
as we have rebuilt Saipan, and we have rebuilt Ebeye. I do not know 
whether you got there or not. 

Mr. Gary. No; we did not. We did go to Falalop. 

Admiral Ricumonp. Falalop was a station that was rebuilt on a 
temporary basis because there was no assurance that that chain was 
going in permanently. Asa matter of fact, if you look over the budget 
request made at the time we came up here, we asked for money to 
rebuild that station on a temporary basis, presumably for 5 years. 
That was the intention at the time. 

Mr. Canrietp. Admiral Richmond, as you say, this has been a very 
active year for the Coast Guard, and, as one member of this commit- 
tee, it is always a delight to read in the daily press of the many rescues 
at sea on the part of the Coast Guard. 

I visited Bermuda for a short time after election, and twice while I 
was there there were reported in the Bermuda press stories of very 
laudatory conduct on the part of the Coast Guard concerning such 
rescues. Incidentally, I went down on a plane and met Captain 
Schrader who was a fellow passenger. He was going down there 
with his family, and I understand he is the new skipper of the detach- 
ment at Bermuda. 

Admiral Ricumonp. Yes. I am sure that all members of the com- 
mittee are interested to hear that. 

(Discussion off the record.) 

Mr. Canrietp. I want to commend you, Admiral Richmond, and 
aoe oe staff for your stewardship. I think you are doing a very 

@ job. 


PRESENT PERSONNEL AND PERSONNEL REQUESTED 


While I will not go into any itemized figures, I would like to know, 
as the beginning of r my brief examination, in a general way, how many 
oflicers and enlisted men you have now in the ‘Coast Guard, and how 
many Officers and men you project under this new appropriation. 

Admiral Ricumonp. If I may get my personnel figures here. 

As of December 31, 1954, there were 2.585 officers, 862 chief war- 
rant and warrant officers, ‘24,054 enlisted men, and approximately 
1) cadets. That includes everybody. 

As to the projected strength under this estimate for 1956, these are 
werage figures: 2,644 officers; 876 chief warrant and warrant offi- 
cers; 25,073 enlisted men; and 465 cadets, for a grand total of 29,058. 

Not all of these people are necessarily inc luded in these se appropria- 
tions, I think you understand, because of the reimbursable feature. 
The 1956 figures are : average. 


NUMBER OF PERSONNEL, 1946-56 


Mr. Gary. I was just wondering, Admiral, if you could give us a 
comparative table of the personnel say for a period of years, for 5 or 
\) years. Suppose we say from 1946 to 1956, with an estimate for 


11956, 


Admiral Rrcumonp. We can do it. It will take a few days to get 
let up. 

: Mr. Gary. Would it be much trouble to compile a table of that 
kind? 


t] 





Captain Arrincron. We can do it very readily. 

Admiral Ricumonp. You phderaidial of course, that it is an end 
of the fiscal year figure. 

Mr. Gary. Yes; I understand. If you will, put a table of that 
kind into the record. 

Captain Arrinctron. You want the reimbursables shown separately’ 

Mr. Gary. Yes; it would be better if you could do that. 

Admiral Ricumonp. I do not know whether the committee would 
want this in the record, but you might just like to look at it. That 
represents the personnel situation from away back in 1915 through 
the war years right up to date. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. Gary. How about adding to this 1955 and 1956, and take it 
from, say, 1936 to 1956. 

Captain Arrtneton. Yes, sir. 

Mr. Gary. That would give the complete war picture of the Korean 
war and the whole thing from 1936 to 1956. 

(The information requested is as follows :) 


Military personnel in Coast Guard at close of fiscal year 


Year Total Year Total 
1936 9, 624 | 1S 18, 657 
1937 10, 162 | 1 19, 921 
1938__ 10, 046 | 1! ; 23, 620 
5 5 10, 149 | 19% 23, O88 
1940 3, T76 29, 323 
1941 19, 235 5 35, 0M 
58, 855 | 195% 34, 491 
154, 630 ‘ 29, 154 

169, 267 

171, 336 


1 Estimated. 

2Includes reimbursable military personnel as follows: Fiscal year 1955, 3,099 ; fiscal 
year 1956, 2,766. 

Admiral Ricumonp. Off the record. 

(Discussion off the record.) 


SUMMARY COMPARISON OF PERSONNEL 


Mr. Gary. I think it would be well to put this table on page 294 in 
the record. 

Admiral Ricumonp. Yes, sir. 

(The matter referred to is as follows:) 
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Total 
18, 657 
19, 921 
23, 620 
23, O88 
29, 323 
35, OS 
34, 491 
29, 154 
28, 827 
29, 059 
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TaBLeE 1V.—Summary comparison of personnel, U. 


Appropriation title 
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1954 actual 


| Average 


| number 


OPERATING EXPENSES 


Direct obligations: 
Military: 
Regular program: 
Commissioned officers 
Warrant officers. - - 
Cadets__- - 
Enlisted men- 


Subtotal, regular pro- | 
gram __.. 
Decommissioning detail_.._. | 


Subtotal, military - _. 


Civilian: 
Salaried employees: 
Departmental. - -- 
Field. 


Subtotal, saiaried 
W age-board employees-_- 
Part-time, lamplighters 
Part-time, appeal board 


Subtotal, civilian per- 
sonnel]. - - 


Less quarters deduction for civilians - | - - 


Net, civilian personnel 
Total, direct obligations -_ - -------- 


Reimbursable obligations: 
Military: 


Commissioned officers - - . - -- . 


Warrant officers 
Enlisted man 


Subtotal, military __ 
CNilians (wagebvard) ___- 


Total, reimbursable obliga- 
ON dt ge tight. aber tea 


Total, operating expenses. ---- 


ACQUISITION, CONSTRUCTION AND 
IMPROVEMENTS 


Civilians: Temporary salaries. - -- -- 


RESERVE TRAINING 


Military (administrative): 
Commissioned officers 
Enlisted men 





Subtotal, military..........---| 


§ Civilian (administrative): Depart- 


mental salaried 
Trainees: 
Commissioned officers 
Calisted WO, ccctoceunweveseees 
Subtotal, trainees 


Total, reserve training 


456 


| 27,78) 4 


31, 943. 0 | 97, 764, 048 


1955 estimate 


Cost 


5, "061, 450 


683, 218 


72, 539, 870 


814 
1,178. 


| 31,943.0 | 97, 764, 048 


3, 241, 631 
5, 024, 715 


| 
| 


1, 988. 3 | 


1, 176 
76 
14 


3, 254.3 


| 





45.8 


67.7 


113.5 


21.1 | 


|- 


8, 266, 346 | 
4, 695, 930 | 
400, 614 | 


41, 665 


13, 404, 555 
—40, 601 


13, 363, 954 


25, 859 


| 


25, 859 F 


un, 153, 861 


91, 300 


322, 323 
250, 577 


572, 900 


8, 


Average 
number 


2, 364 
822 
465 

21, 586 


Cost 


$16, 612, 337 
4, 803, 830 
| 681,778 | 
59, 965, 883 | 


25, 237 
107 


7 _ 
47 


l, 

1, 925. 
1,170 
73 


3, 185. 


3 |i, 12 128, 002 “28, 5 


179 

36 

2, 884 
3, 099° 
13. 


3, 112. 
| 31, 641. 


51 
75 


25, 344 


17 


82, 063, 828 
228, 111 


$2, 291, 939 


; 3, 204, 584 | 
5, 001, 274 


l 8, 205, 858 | 


4, 812, 189 | 
376, 965 | 


1 | 13, 437, 972 
| —37, 474 | 


13, 400, 498 

| 95, 692, 437 
| 
| 

1, 206, 708 
208, 154 | 

| 7,487, 134 


| 8,901, 996 | 
0 50, 000 


0 8, 951, 996 | 


1 1104, 64, 433 | 31, 927.7 7 


90, 370 


| 360, 250 
274, 672 


S. Coast Guard 


1956 estimate 


Average 
number 


Cost 


2, 383 
828 
465 

22, 315 


25, 991 


25, 991 


42, 960 | 


29, 148.7 


191 
38 
2, 537 


2, 766 
13. 


2, 779. 0 


51 


75 


$16, 730, 037 
4, 875, 930 
681, 778 

59, 545, 812 


81, 833, 557 


81, 833, 557 


3, 202, 487 
5, 003, 371 
8, 205, 858 
4, 812, 189 
376, 965 
42, 960 


13, 437, 972 
—37, 474 


13, 400, 498 
95, 234, 055 


1, 297, 169 
222, 349 
6, 755, 846 


8, 275, 364 
50, 000 


8, 325, 364 


103, 559, 419 


90, 370 


360, 250 
274, 672 


126 


634, 922 


86, 487 


126 


_ 634, 922 


86, 487 





905 
4, 724 


449, 000 
063, 635 


1, 401, 635 


1, 080 
5, 370 


_4, 450 


598, 804 
839, 066 


R; Mehenid 87 0 


1, 080 
5, 370 


6, 450 


844, 570 
1, 194, 55 


2 , 039, 1 123 
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TaBLE IV.—Summary comparison of personnel, U. S. Coast Guard—Continued 


1954 actual 1955 estimate 1956 estimate 
Appropriation title ca : 7s) | 
| Average | 
| number 


Average 
number 


) | Average ~ oe io 
Cost | number Cost Cost 


COAST GUARD YARD FUND 


Civilian: 
Salaried __ } 5 194 777, 215 | 201 811, 089 | 75 816, 294 
Wage board__._ _-- 1, 192 4, 922, 693 1, 233 5, 047, 939 1,074 | 4, 271, 875 


Military 255, 937 55 | 288,008 65 | 288,04 
— = = = — — = >| ——_———_— — 
| 


Subtotal, civilian 1, 386 5, 689, 908 4, 434 5, 859, 028 | 1, 249 5, O88, (9 


Total, Coast Guard yard fund 1, 446 5, 955, 845 1, 499 6, . 147, 036 1,314 | 5,376, 107 


COURIER 


(Working-fund alvance from U. S. 
Information Agency for Voice of 
America project), military 95. 7 276, 577 110 320, 258 110) | 320, 258 


SUMMARY | 
Military 32, 212.2 | 98,869,462 | 28, 744 92, 437,123 | 29,058 | 91, 352,10 
Civilian personnel. ; , 690.4 | 19, 248, 892 4,679.6 | 19, 486, 383 4, 467.2} 18,715,44 
Reserve trainees 5, 626 1, 401, 635 6, 450, : 1, 487, 870 


Total, personal services 119, 519, 989 : ‘ -----| 112, 106, i 


DECREASE IN MILITARY PERSONNEL SEPARATIONS 


Mr. Canrievp. In your statement you say requirements under the 
heading of other military personnel expense for 1956 will be about 
$3 million less than during 1955 because of a decrease of 4.220 in 
military personnel separ: tions. What programs are affected by this 
reduction ? 

Admiral Ricumonp. It is not a reduction of personnel, Mr. Can- 
field. 

You will recall last year in our testimony we said although we were 
decreasing the size of the Coast Guard, we indicated that in this year 
we would have a large group of discharges because of men who had 
enlisted 3 years ago. 

Just about 3 years ago we were taking aboard a large group for the 
military readiness proram, brought on by the Korean situation. There 
are about 11,000 discharges sc heduled’ during fiscal year 1955 as a 
result of that program. It is the old story of peaks and valleys. We 
had that peak and next year, in 19 56, those discharges will have all 
been made. It is not a decrease in size of the service; it is a decrease 
in a number of disc harges for 1956. 

Captain Arrineton. There is a breakdown of that shown on page 
275, speaking in terms of average personnel. 

Admiral Ricumonp. There is a slight increase asked of 421 addi- 
tional personnel, and that is brought about primarily by the putting 
into commission patrol boats for the port security program and an 
additional vessel, an 18th vessel to be reimbursed from the Defense 
Department. 

OCEAN STATION FINANCING 


Mr. Canrietp. The ocean ship program is being conducted by the 
Coast Guard on a reimbursable basis / 
Admiral Ricumonp. That is right. 
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Mr. Canriztp. The Defense Establishment providing the funds? 

Admiral Ricumonp. That is right. 

Mr. Canrtetp. Last year when the budget was sent to us I believe 
you were about $600,000 short of the funds required by the Coast 
Guard. If I am not mistaken that was said to be an error at the time. 

I ask that question for this reason: Are you getting from the De- 
fense Establishment, so far as you know, in the way of a recommenda- 
tion from the Bureau of the Budget, the funds you need for this 
program ¢ 

Admiral Ricumonp, Commander Trimble points out this explana- 
tion. Last year in their printed budget they did not show the amount 
that we had asked them for, but ac tually that was corrected. We got 
exactly from the Department of Defense what we told them it-would 
cost, and this year, I presume, I have not seen their printed budget 
myself, but I presume this year that they are listing the correct amount 
in their printed budget. 

Mr. Canrietp. They showed last year, and I am sure Mr. Rose will 
bear me out, an erroneous figure. 

. Admiral Ricronp. That is right. 

You see last year they asked the Treasury Department, Coast Guard, 
how much it would cost to do this job, and we sent back a cost of 
$15,675,000 to do the job, but when their printed budget came out, 
as I recall it, it said $15 million. There was a footnote stating, “in- 
cluding $15 million for reimbursement,” and that was the confusion. 
This year it is in correctly, and $15,700,000 is the figure. 


PORT SECURITY PROGRAM 


Mr. Canrretp. Now, Admiral, in connection with the port security 
program 8 additional 95-foot boats were constructed in 1955. 

Admiral Ricumonp. They are in the process of being constructed. 

Mr. Canrtetp. They are being constructed this year for harbor en- 
trance patrol duty at the ports of New London, Charleston, and San 
Diego. Do you plan to add additional ports to this program ? 

Admiral RichomMonp. You mean above those three ¢ 

Mr. Canrretp. That is right. 

Admiral Ricumonp. No, sir; there will be no additions. At the 
present indication, there will be no ports added. 


HELICOPTER SURVEILLANCE FLIGHTS OVER NEW YORK CITY HARBOR 


Mr. Canrietp. Under aviation operations in your statement, you 
talk about making helicopter surveillance flights over New York City 
Harbor as part of the port security program. Do you do that in any 
other part of the country ¢ 
Admiral Ricumonp. No, sir. 
Mr. Canrietp, You also tell us, Admiral, that— 
Since last year the shoreside patrol of restricted areas has been reduced to spot 
checks to assure that owners and operators are complying with security 
provisions, 
What does that mean ? 

Admiral ong HMOND. Well, if you recall the original port security 
program, Mr. Canfield, a part of that was, in addition to the water- 
front patrol, the shoreside patrol of restricted areas, those restricted 
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areas being the areas, or piers, through which military cargoes or 
defense assistance cargoes were being shipped. 
. In this year’s budget, in the reduction of personnel, it was neces- 
sary to drop that particular phase of the activity, and it has been 
done, so that now we no longer guard particular areas. It is more 
just checking and approving conditions on the piers and as part of 
port security, seeing that the owners do not violate ordinary safety 
rules, and the only ‘vestige of that part of the program left 1s a spot 
check. We go around to see that, generally speaking, the owners 
know what to do and see that any combustibles that might be utilized 
by subversives to start a fire are removed. As a practical matter, 
the restricted areas never reached the number that we anticipated 
that they probably would. In other words it varied with different 
ports, and as you may recall also, they were only part-time restric- 
tions. That is, we would only make an area restricted during the 
period it was actually loading the types of cargoes that I previously 
referred to, so that the reduction has not been too serious in my 
opinion, as far as protection in ports is concerned. 

Mr. CanrieLp. You think the program is working out pretty well! 

Admiral Ricumonp. Yes; I think so. 


IMPROVEMENTS IN LORAN TECHNIQUES 


Mr. Canrievp. On the subject of loran, Admiral, have there been 
any notable improvements in loran techniques during the last year 
or two? 

Admiral Ricumonp. No, sir; none particularly. 

I think I reported to this committee last year that Sperry was 


working on a receiver that, in effect, would give almost a direct 
position rather than having to syne shronize as the navigator presently 
has to do, and I think it has been fairly successful, but it has not 
been in general production or use. That is just a benefit to the 
navigator. 


PURPOSE OF OCEAN STATIONS 


Mr. Passman. Admiral Richmond, what is the purpose of ocean 
stations such as those used in the Pacific and the Atlantic? 

Admiral Ricumonp. They are primarily for the gathering of 
weather information, particularly upper level observations. Second- 
arily, as demonstrated by this case which I have just described, for 
search and rescue. 

In addition to that, these vessels on station serve as a communi- 
cation channel, particularly for transoceanic flights, and also as an 
aid to navigation. 

Where a station has to be on an air route, and I am thinking of the 
one between San Francisco and Honolulu particularly, the station 
serves as an aid, as a checking point for aircraft to vertify their own 
position, as I said, just to use it as a checking point. 

In addition to that, they keep constant radar watch and, to that 
extent they do form, from a defense standpoint, somewhat of a radar 
screen against any movement that cannot be identified. 

Mr. Passman. Their basic purpose then is not to accumulate 
weather data for cities along the coast ? 
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Admiral Ricumonp. That is not their basic purpose. At the time 
that we received the basic statutory authority the Weather Bureau 
and a great many people on the w est coast, more so than east coast, 
were quite interested in that phase, and any aerographer will tell you 
‘hat Pacific coast weather is born in the Pacific, “and the more infor- 
mation you have about it, presumably the better you can forecast. 

Mr. PassMan. But that was not the basic purpose of ocean stations’ 

Admiral Ricumonp. That is right; that was not the basic purpose 
for them. 

Mr. Passman. Do you operate these stations in any of the smaller 
bodies of water, such as the Gulf of Mexico? 

Admiral Ricrumonp. No. 


COST OF OCEAN STATIONS 


Mr. Passman. What does it cost to operate one of these ocean 
stations on an annual basis? 

Admiral Ricumonp. It costs about $2,600,000 per station at the 
present time. 

Mr. Passman. How many supporting vessels are required to 
maintain an ocean station ? 

Admiral Ricumonp. We figure that three are required. It would 
vary somewhat with the number of stations you have. If you have 1 
station in a particuular area where you cannot redeploy vessels, it 
would require 3 vessels unquestionably. 


OCEAN STATIONS FOR GULF OF MEXICO 


Mr. Passman. Admiral Richmond, last year one of my colleagues 
from Louisiana, Congressman Thompson, introduced a bill asking 
that two ocean stations be set up in the Gulf of Mexico, primarily to 
accumulate weather data. Has that been brought to your attention? 

Admiral Ricumonp. I am familiar with the bill; yes, sir. 

Mr. Passman. Would legislation be required to establish ocean 
stations in the Gulf of Mexico? 

Admiral Ricumonp. It would first require authorizing legislation, 
and then, of course, obviously appropriations following the 
authorization. 

Mr. PassmMAn. Would there be a more economical way of handling 
it in case a State could put some type of weather stations in the Gulf 
of Mexico, rather than — ocean stations in the Gulf of Mexico? 

Admiral Ricumonp. Well, I do not know of any more economical 
way of handling it and accomplish the same complete service. Very 
obviously there. could be more economical ways of doing this job, 
maybe, than doing it with a military organization like “the Coast 
Guard. 

Mr. Passman. Sir, I am speaking strictly of the weather reports. 

Admiral Ricumonp. If you are speaking purely of the weather 
reports, I do not know w hether the results would be as satisfactory, 
but it might be possible to do it more economically. You certainly 
could not get these subsidiary benefits which are now obtained. 

Mr, Passman. Have you had a considerable number of requests in 
the past for these weather stations on smaller bodies of water, such 
as the Gulf of Mexico? 

Admiral Ricumonp. No, sir. 
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Mr. Passman. This is the first request for ocean stations on a small 
body of water like the Gulf of Mexico? 

Admiral Ricumonp. Yes. 

Mr. Witson. Admiral Richmond, I want to congratulate you on 
the splendid report you have given us. As a history of the past [ 
think you folks have given us one of the best reports of any depart- 
ment of the Government. 

I especially noted your changes listed under the heading of manage- 
ment improvement. Under that heading savings will be realized ‘by 
virtue of more use of existing Gover nment faci Tities, which practice, 
I believe, if followed by other defense departments of the Govern. 
ment, would bring about very great savings to our taxpayers. 


ICEBREAKING ACTIVITLES ON ILLINOIS RIVER 


What factors, Admiral Richmond, prompted your decision to cease 
icebreaking activities on the Illinois River, thus enabling you to make 
savings of $200,000 a year? 

Admiral Ricumonp. The Illinois River icebreaking was inaugu- 
rated in 1948, which, as I recall it, was a very severe winter. 

I might say it so happened that year that the Army engineers did 
it because we had no money, and then the following year in order that 
we would be prepared for that, we came in and this committee gave 
us $200,000 to take care of that problem, but the project was brought 
about by that very severe winter when in Chicago they ran short of 
fuel. At that time most of the fuel, as I understand it, came into 
Chicago by barge. 

It was implied, and, I would say, even understood, that at the time 
the pipeline got into Chicago the need for that fuel-barge service 
through the winter would no longer be required. Actually, I believe 
the pipeline was completed about 1949 or 1950, and at that time we 
felt that there was no reason to break ice in the Illinois River above 
any other bodies of water because the original cause generally for 
our giving that service had been removed. 

However, at or about the same time that we arrived at that deci- 
sion the Korean situation broke out and the Defense Transportation 
Administration went on record saying that it was necessary to keep 
it open in the interests of national defense, and on that certification 
we did it. 

Now they no longer certify that. The original cause for it has 
disappeared, and we feel to the extent that our facilities can keep it 
open we will, as we do in every other body of water, and we will so 
operate, but that to annually enter into a contract to keep that par- 
ticular body of water open is no longer justified. 


COOPERATION OF OTHER AGENCIES OF GOVERNMENT 


Mr. Witson. I am not positive that you are free to answer this 
question, although I would like to know if you can answer it: Are 
you getting complete cooperation from other agencies of the Govern- 
ment in the utilization of existing facilities ? 

Admiral Ricumonp. I would say, unqualifiedly, yes, sir; we are. 
We have approached them and asked for assistance, and I would s: Ly, 
generally speaking, in every case we have received full cooperation. 
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| think the incident that I mentioned, namely, of the Navy going 
along with locating our supply depots in their supply depots, illus- 
trates that. 

Mr. Witson. From your report it looks as though you are getting 
good cooperation and, I think, much better than you formerly got. 
It has long been a sore spot with me that different branches of the 
service had existing facilities on hand and refused to let other branches 
of the Government use those facilities, which meant that we had to 
build and to maintain other facilities which would have been unneces- 
ary had they cooperated. 

Do you care to make any additional comments on behalf of changes 
in management other than you have already made in this report ? 

Admiral Ricumonp. No; I do not think so, sir, because I think this 
committee knows a number of years ago that was brought about 
pretty much by the action of this committee in the original Ebasco 
report which was set up in this committee, or, rather, was directed by 
this committee. We have had to follow along on a progressive im- 
provement. We recognize that many of these ‘things have to be gone 
nto carefully, and you cannot do everything ov ernight, but I think 

f you look back over the history of the Coast ‘Guard for the last 3 or 4 
years you will find many improvements that we have followed 
through, and we have not slacked off. We are pushing just as much 
as we can to continuously get more for the dollar that is appropriated 
by Congress. 


ROTATION OF PERSONNEL AT LORAN STATIONS 


Mr. Witson. How are your outpost services getting along? 

Admiral Ricumonp. The loran stations ? 

Mr. Witson. Yes, in respect to moving personnel. 

Admiral Ricumonp. Wherever we can we avail ourselves of Navy 
services. However, in some cases they do not have the facilities avail- 
able for moving personnel to the Pacific. We utilize MATS to the 
greatest degree | possible, and also MST'S to get our personnel there. 
We run no particular service, but we are required to support a limited 
number of planes for logistic purposes to some of the outlying places 
that their services do not cover. 

Mr. Witson. The personnel in these loran stations are enlisted 
personnel ? 

Admiral Ricamonp. These loran stations usually will have a com- 
plement of one officer and about 14 enlisted men. 

Mr. Witson. What is your rotation program ? 

Admiral Ricumonp. For those stations which are isolated it is 1 
year. For those stations which are semiisolated, and such a station 
might be such a station as the station outside of Niigata, which is a 

fairly large Japanese town, 18 months. We have since down-graded 
it to an isolated station. In those stations where it is possible that 
they might have their dependents with them it is 2 years. 


INTERSERVICE COOPERATION IN TIME OF DISTRESS 


| Mr. Sreminsxt. Admiral, one of the duties listed by the C ee 
is its military readiness to serve as part of the Navy in time of w 
or national emergency. Conversely, in time of distress, biiticatie 
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or otherwise, to what extent is the Navy ready to help the Coast Guard 
with its search and rescue activities ? 

Admiral Ricumonp. Well, of course, that would be a question that 
the Navy could answer better than I could. 

Actually, in overall search and rescue, not thinking so much about 
a hurricane, we get the fullest cooperation from both the Air Force 
and the Navy. 

As a matter of fact, there is in the process of preparation right 
now, sort of an overall agreement that will set the tone of this 
cooperation. 

No one service, in my oe whether it be the Air Force with 
all of its facilities, or the Navy with all of its facilities, is prepared 
to meet the all-out emergency of a real search and rescue problem. | 
do not think any one service could provide the facilities. Therefore, 
the proper answer is, in our opinion, anyway, and I think the other 
services join in it, that when there is a search and rescue emergency 
everybody ought to put all of their facilities into a joint effort, and 
to the extent possible, before that emergency arises we ought to pro- 
vide a method of control so that there w ill be no friction in connection 
with the problem, and that is our objective. 

Mr. Steminskt. Do you have, sir, at the moment machinery set up, 
or other machinery scheduled for that control in such an event? 

Admiral Ricumonp. Yes; and I mentioned earlier the Home Svveet 
Home case, which is the case of a yacht that left Bermuda bound for 
Antigua. <A search of nearly three-quarter million square miles has 
now been conducted for that missing yacht. Actually, we have a 
limited number of planes which are doing that job, several at Bermuda, 
and at San Juan. We cannot make a search of that magnitude without 
Navy and Air Force help. 

During the last week we concluded the search. The Air Force, 
the Coast Guard, and Navy planes have conducted a joint search for 
that missing yacht. 

Mr. Sremrnsxt. Last September, after I had visited your Coast 
Guard installation at St. Petersburg, I crossed over to Daytona Beach, 
en route home. It was at that time that one of the hurricanes hit 
there. About 5:30 one evening I saw 2 Navy helicopters sweep the 
beach in staggered formation, moving north toward Jacksonville. 
They swept a considerable part of that beach. Why they did that 
I do not know. Presumably, there could be many ships aflounder 
offshore, out of contact, under hurricane conditions; I would like to 
be sure that the Navy stands fully and at all time ready to help you 
in your job with commercial, personal, or maritime operations if they 
are free to do so. 

Admiral ae HMOND. I would say the answer to your question 1s 
“Yes, sir.” I do not know the whys and the wherefores of that par: 
ticular sweep that you spoke about a moment ago. I could suggest 
a number of things. Of course, obviously, the Nav y has its respons'- 
bility, as has the Air Force, and the C oast Guard has its first respon- 
sibility for its own service, and it might well have been that they were 
looking for a missing plane or something and were making a sweep 
of their own. 

Another example of interservice cooperation is this: You recall 
last year when the Be nnington had its disastrous fire, 2 of our hell- 
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copters actually evacuated 32 of approximately 100 injured personnel 
from the ship, along with the Navy helicopters. So, I think the 
answer to the question is that there is good cooperation. ‘There might 
be isolated instances where a little minor friction might develop, but 
it is a minimum amount, 

Mr. StemrinskiI. In the purchase of new planes, I see that you list 
s6 milhon for 3 replacements, which is eae $2 million a plane; 
would it be worth your while to add if needed, $250,000 or $300,000 
to the cost of each plane, to make it float if downed at sea? If for 
instance, the principle of the inflated life preserver or jacket could be 
applied to the entire surface of the ship to apt it afloat when downed 
at sea, by compressed air, would it be worth the added cost to be able 
to save a $2-million ship downed at sea? Do you think that that 
operation is possible from an engineering standpoint ? 

Admiral Ricumonp. The planes in question are seaplanes. 

Mr. SreMInsKI. So, it would not apply to your particular situa- 
tion ¢ 

Admiral Ricumonp. No. 

Mr. Steminski. How about using it in search and rescue work? 

Admiral Ricumonp. As you stated the question, sir, I am doubt- 
ful. However, I am not an engineer. 

Mr. Sreminskt. The Coast Guard now does wonderful search and 
rescue work to save people at sea. The next thing, it seems to me, is 
to do what we can to save property. I am thinking of transport planes 
in the commercial field using devices like a pelican’s pouch possibly 
attached or concealed in the bellies of the hie. on their wings or 
along the sides of the ship with compressed air used to inflate and 
salvage the plane downed at sea. I do not imagine you want to get 
into that at this time; but I offer it as a possible suggestion. It would 
appear that it’s worth trying to save a $2- or $3-million item afloat 
at sea. 

I think that is all, Mr. Chairman. 

Mr. Gary. Did you find the Home Sweet Home? 

Admiral RicumMonp. No; we have not found it; no, sir. 

Mr. James. Mr. Chairman, I simply want to compliment Admiral 
Richmond and his staff on the very thorough, detailed, and compre- 
hensive statement that has been made here today. As usual, the 
responses that have been brought forth will be ample for the con- 
sideration of the committee and I, therefore, find no occasion to fur- 
ther prolong this hearing. 


ICEBREAKING ACTIVITIES ON ILLINOIS RIVER 


_Mr. Murray. Admiral, do you presently perform icebreaking ac- 
—— along any of the inland waterways other than the Llinois 
viver ¢ 

Admiral Ricumonp. Only to the extent that we have equipment 
to do it with. This is the only place where we have contracted with a 
barge line—it was originally the Federal Barge Line, I think they 
have another name now for it—to do icebreaking work. 

Mr. Murray. I understand, but I mean did you perform similar 
functions, or do you now perform similar functions, in other inland 
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waterways to that which the local waterway operator presently per. 
forms along the Illinois River? 

Admiral Ricumonp. Yes; even in the Illinois Waterway we us 
our craft there in conjunction with this contract. If there was , 
freezeup some place else, and it did not interfere with our operations 
otherwise, and if vessels were available we would, of course, break 
the ice. 

In other words our general authority is for the breaking of ice in the 
eter of commerce generally within the scope of our operational 

facilities. 

In addition to that, and I do not think you would call it an inland 
waterway, of course on the Great Lakes we have the J/ackinaw, which 
you are undoubtedly familiar with, which is an icebreaker. 

As you probably’ know, during and before the opening of the lake 
season, it is quite active breaking i ice for the ore carriers that might be 
opener in the Great Lakes, Lake Michigan, Lake Huron, or up in 

1e straits, and in the Soo. 

Mr. Murray. The thing that I was wondering about in my question 
is whether or not the people that utilize the Illinois Waterway ar 
advised as to your discontinuance of this activity, or your limitation 
of this activity, along the Illinois River. 

Admiral Ricumonp. I could not say that the people who use tle 
service are actually advised. The way that has been done the las 
couple of years is usually sometime along about in the spring a group, 
and I would have to look up their names, but I presume some of then 
are barge operators, get together and pass a resolution where they, in 
fact, ask the Coast Guard to continue this service. 

This year we are breaking ice right now—I do not know whether 
there is any br saking going on on this particular day, but if it is 
frozen over, we are breaking it. Now, presumably next spring I guess, 
we will get a dail ar resolution for the following year and, of course, 
our answer will be that we regret that we will ‘not. enter into any 
contract. That does not mean, however, that we will not send our 
own facilities up there to do what they can, but we will not, of course, 
hire outside help to do it. 

Mr. Murray. What I am mainly disconcerted about, Admiral, 1 
this: If the barge operators along the river or the people who use the 
river, contemplate or feel that the same type of service that they had 
in the past is going to be given to them, they are going to be greatly 
surprised if they have not been advised up to this point t that they wil 
not have that service. 

Admiral Ricumonp. As far as advising them is concerned, it has 
not. been practical, sir, because, of course, in a thing of this nature, and 
this is in the President’s budget message, we could not announce ahead 
of time that we were not going to request this. 

Mr. Murray. When you discontinue or contemplate the discontint: 
ance of a service that you are performing do you not ordinarily cot 
sult the people for whom you are performing that service with respect 
to its need, or is it purely a question of intergovernmental const: 
tation ? 

Admiral Ricumonp. I know what is troubling you, and I can al 
tell you what is troubling us. In this particular ¢ case, you see, hert 
is the difficulty : This service, as I say, was started as a humanitaria! 
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service. It was a necessary thing to get oil there so that the people 
could keep warm. ' 

Now, that requirement has disappeared. In doing that, of course, 
the people who were not carrying oil and all of the barge services 
and other people, of course, enjoyed the advantage of having an open 
waterway. 

Now, | can see where that. probably will be disconcerting when this 
service is discontinued, but the requirement is not there that we pro- 
vide them with that service any more than perhaps the people in any 
other area, and the bad feature of this is if we continue it that we are, 
in effect, giving preferential service to the commerce moving over the 
Lllinois River Waterway which we are not giving to any other place. 
As I was saying before, we decided to do it as a humanitarian service. 
It was a bad situation there. With the population of Chicago the 
requirements were in excess of the storage facilities and what oil could 
be brought in. 

Then, as I say, the Defense Transportation Administration certified 
it as a national-defense need, but we have not that certification now, 
and we are faced with the proposition of discontinuing contractual 
service, and that is what it amounts to. 


AUDIT BY GENERAL ACCOUNTING OFFICE 


Mr. Gary. Admiral Richmond, you referred in your statement to 
an audit made by the General Accounting Office covering the activi- 
ties of the Coast Guard for the fiscal year 1952. I understand they 
made quite a few management improvement recommendations in that 
audit. What is the status of those recommendations ¢ 

Admiral Ricumonp. As I tried to indicate in my statement, we rec- 
ognized the value of the recommendations and, as I said earlier, we 
are alive to any help we can get on improving management. Conse- 
quently, we are making a very thorough and exhaustive study of those 
recommendations. In this stage of the game there are some aspects 
of it that we feel we do not agree with, and I might say that as we 
develop that I will be very glad to give the benefit of our study to the 
committee. 

Mr. Gary. When you complete that study, will you give us a report 
on what your findings are and what recommendations of the General 
Accounting Office have been adopted, and as to any that are not 
adopted, will you tell us the reasons of the Coast Guard for not 
adopting them ? 

Admiral Ricumonp, I will be very glad to. 


OCEAN STATIONS IN THE PACIFIC 


Mr. Canrietp. How many ocean-station ships do you have in the 
Pacifie now ? 

Admiral Ricumonp. We have two. Ships or stations? 

Mr. Canrtecp. Ocean stations. 

Admiral RicumMonp. Two, and four in the Atlantic. 

Mr. Canrtevp. The stations in the Pacific are located where? 

Admiral Ricumonp. One is between San Francisco and Honolulu 
and the other is the station referred to as Victor, which is south of 
Midway and west of Guam. 
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Mr. Canrietp. Prior thereto there were how many in the Pacific? 

Admiral Rrcumonp. We had five. 

Mr. Canrievp. And there were two between San Francisco and 
Honolulu? 

Admiral Ricumonp. That is right. 

Mr. Canrtetp. There has been no Defense request for the establish- 
ment of additional stations? 

Admiral Ricumonp. Yes. There is a requirement, as I indicated 
earlier, for two stations but not in connection with the same purposes 
as these stations are set up for. I can go off the record and explain 
that to you. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. Streminsxt. Mr. Chairman, may I ask just two questions? 


Mr. Gary. Yes. 


REMOVAL OF JERSEY CITY INSTALLATION 


Mr. Sremrinsxi. What was the reason for the removal of the Jersey 
‘City Coast Guard installation to Brooklyn ? 

Admiral Ricumonp. Space was available in the Navy supply depot 
and, quite frankly, the building which housed our Jersey City supply 
depot was not really adequate for our purposes or for a supply depot. 
It was a wartime-acquired building and did not meet our requirements. 

Mr. Sremrnsxtr. Off the record. 

(Discussion off the record.) 


DISCONTINUANCE OF USE OF CONVERTED LST’S 


Mr. Sreminskri. You made a very decisive decision in taking the 
converted LST’s off the seas in terms of cargo haulage. The reason 
for that was what? 

Admiral Ricumonp. There have been two unfortunate accidents 
with them. The earlier one was the Southern /sles, and then, as you 
know, just about a month ago they lost the Southern Districts. We 
still do not know the cause of that but pending determination of that 
question we thought it was the sensible thing to do. 


ANTARCTIC OBSERVER 


Mr. Sreminsxki. Do you have an observer on the Antarctic ship 
down there now? 

Admiral Ricomonp. We do not have an observer but a Coast Guard 
officer is chief of staff to the Navy officer who is running the whole 
operation. 

Mr. Sreminsxt. In the event the Panama Canal should be sealed 
off and you would have to go around the South American Straits, you 
would probably put a weather station in that area? 

Admiral Ricumonp. In the event the Panama Canal is sealed off, 
I would say we will be in a state of emergency and the Coast Guard 
will be in the Navy, and we will probably have stations wherever 
required. 

Mr. Sreminsxr. Thank you. 
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OPERATING EXPENSES 


Amounts available for obligation 


Balances for June 30, 1954, are as certified under sec. 1311, Public Law 663, except for allocation to 
Department of the Navy) 


| 
ee 
| 1954 actual | 1955 estimate | 1956 estimate 





— | —______— —_——————__ | ——_—— ——+$_——— = 
| 


\ppropriation or estimate - $155, 889, 300 $154, 000, 000 


‘ | $188, 250, 000 
Transferred to ‘‘Retired pay, Coast Guard,” pursuant to Pub- | | 
lic Law 663 en ims F 


Adjusted appropriation or estimate | 188, 250, 000 155, 809, 300 
Reimbursements from non-Federal sources 161, 576 160, 000 | 160, 000 
Reimbursements from other accounts 4. 164, 904 16, 515, 000 | 5, 540, 000 





Total available for obligation. ____- | 189,576,480 | 172, 484, 300 , 700, 000 
Unobligated balance, estimated savings--_---._- | —6, 337, 3 332 | - Bee 





Obligations incurred 183, 239, 148 r 172, 484, 300 7 700, 000 


NotEe.—Reimbursements from non-Federal sources include $50,921 from the proceeds of sale of personal 
property (40 U. 8. C. 481 (c)) in 1954 and $50,000 in 1955 and 1956. $110, 655 represents reimbursements for 
damage to aids to navigation or other property belonging to the Coast Guard (14 U. S. C. 642) in 1954 and 
$110,000 in 1955 and 1956* 


Obligations by activities 


| 
Description | 1954 actual | 1955 estimate | 1956 estimate 





Direct brrsnssriesits | 
. Vessel operations--___..-- 4 ; wo----ee--------| $64,288,577 | $47,356,937 | $47,387, 404 
Aviation operations. eal AREA bes s 13 , 406 | 13,341, 235 14, 404, 621 
3. Shore stations and aids operations - aad ee 33, 488, 052 33, 794, 625 
. Repair and supply facilities _--_ a aed 13, 937, 379 | 14,291,194 | 14, 291, 194 
5. Training and recruiting facilities. _ smaeaieeieseal 7,051, 873 | 6, 134, 097 6, 305, 597 
}. Administration and operational control______- ; 17, 382, 381 16, 960, 186 16, 700, 104 
7. Other military personnel expense..-__- ; oe 17, 742, 536 17, 442, 542 14, 340, 318 
. Supporting programs......--- 5 “ ; | 10, 539, 364 6, 795, 057 6, 776, 137 





181, 12, 668 155, 809, 300 154, 000, 000 
Obligations Payable Out of Reimbursements ra = 


Reimbursements from non-Federal sources: 
+ Replacement of personal property sold - 7 50, 921 50, L 
. Other reimbursements from non-Federal sources. _____| 110, 655 | 110, 000 110, 000 





Total obligations payable out .of reimbursements 
from non-Federal sources......_._.- tidat chadine wel 161, 57 160, 000 160, 000 
Reimbursements from other accounts: 
12. Operation of ocean stations.................-..-- 15, 675, 000 15, 700, 000 
1D, OR aM te ccandncadiinttinckénscweuncnscceus cane > 1, 164, 904 840, 000 840, 000 





Total obligations payable out of reimbursements_ ___| 1, 326, 480 16, 675, 000 16, 700, 000 








Obligations incurred 183, 239, 1 148 | 172, 484, 300 170, 700, 000 
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Obligations by objects 


Object classification 


COAST GUARD 


Summary of Personal Services 


Number of permanent positions: 
Military -- 
Civilian 


Total number of permanent positions 


1954 actual 


| 


31, 679 
3, 381 | 


35, 060 | 


Full-time equivalent of all other positions: Civilian - -- 90 | 


Average number of all employees: 
Military-_- 
Civilian 


Total average number of all employees 


Number of employees at end of year: 
SE 53555555 0% 
Civilian 


Average salaries and grades: 
General schedule grades: 
Average salary 
Average grade 
Grades established by head of agence y: 
Average salary 


Average range (lighthouse keepers) 


Ungraded positions: Average salary 
Personal service obligations: 
Permanent positions: 
Military 
Civilian 
Positions other than per manent. ‘ 
Regular pay in excess of 52-week base- 
Payment above basic rates 


Total personal service obligations 
Direct Obligations 


01 Personal services.__-- 

02 Travel ‘ 

03 Transportation of things 

04 Communication services 

05 Rents and utility services 

06 Printing and reproduction 

07 Other contractual services 
Services performed by other ¢ 

08 Supplies and materials 

09 Equipment 

10 Lands and structures 

12 Pensions, 

13. Refunds, awards, and indemnities 

15 Taxes and assessments 


igenc ies 


annuities, and insurance claims 


31, 679 | 


3, 261 | 


3, 654 


1955 estimate 


28, 200 | 
3, 292 | 


31, 501 | 
90 | 


28, 209 | 
3, 198 | 


31, 407 


28, 262 | 
3, 650 | 


1956 estimate 


31, 690 


28, 440 
3, 650 








$4, 101 
GS-5.4 | 


$3, 215 
2, 798-$3, 250 
M4, 001 


$96, 690, 441 | 
12, 679, 039 
442, 279 
31, 900 
236, 595 


110, 080, 254 


110, 054, 395 
3, 733, 624 
2, 596, 966 

924, 743 | 
1, 763, 912 
343, 655 
12, 317, 615 | 
6, 243, 912 
28, 008, 876 
9, 902, 626 
999, 364 
3, 309, 910 
7 684 


180, 284, 75 
40, 6 


180, 244, 


Obligations Payable Out of Reimbursements 


Personal services 

Travel ‘ ; 
Transport: ition of things 
Communication services 
Rents and utility services 
Printing and reproduction 
Other contractual services. - - - 
Supplies and materials 
Equipment 


Pensions, annuities, and insur: ince claims 


Total obligations payable out of reimbursements 


Obligations incurred 


$4, 210 | 
3S-5.4 


GS-5. 


$3, 209 


$2, 798- yy 250 


$4, 277 
GS8-5.4 


$3, 213 


$2, 798-$3, 250 
$4, O85 


> SS 


12, 756, 402 
419, 925 
31, 449 
242, 722 


103, 773, 018 


94, 821, 022 
3, 573, 705 
955, 048 

1, 064, 000 
1, 376, 000 
455, 300 


11, 225, 016 | 


5, 529, 729 
19. 630, 600 
10, 147, 877 

250, 000 
3, 239, 108 
42, 360 
37, 009 


154, 346, 77 


37, 474 | 


“154, 309, 300 


8, 951, 996 
165, 725 
281, 323 

5, 000 
210, 000 


687, 274 
5, 023, 682 
50, 000 


5,000 


$89, 225, 721 
12, 754, 292 
419, 925 
31, 909 
244, 372 
102, 676, 219 


94, 350, 855 
3, 431, 995 
2, 108, 156 

973, 000 
1, 295, 303 
455, 300 

11, 225, 016 
5, 220, 000 

19, 992, 368 

426 
250, 000 
32, 424 


587, 
37, 4 


152, 500, 000 


25, 364 
3, 860 
900 
5, 000 
, 000 


4, 820 
|, 38S 


140, 201 


16, 700, 000 





570, 662 


170, 984, 300 


169, 200, on ” 
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Obligations by objects—Continued 


Object classification 1954 actual | 1955estimate | 1956 estimate 


ALLOCATION TO DEPARTMENT OF THE NAVY 


ital number of permanent positions: Military 264 234 
\yerage number of all employees- - - 264 234 
Number of employees at end of year-. 264 234 


Personal services: Military. - -- ; $1, 073, 607 $871, 415 $883, 
Travel 116, 404 75, 000 75 
(3 Transportation of things 18, 033 
Rents and utility services : 33, 499 | 
Other contractual services 73, 688 
§ Supplies and materials 65, 201 407, 170 
) Equipment . 281, 341 146, 415 
Lands and structures. -. 5 6, 713 


Obligations incurred 1, 668, 486 1, 500, 000 


SUMMARY 
Summary of Personal Services 


Number of permanent positions: 
Military 31, 943 28, 443 
Civilian 3, 381 3, 292 


lotal number of permanent positions 35, 324 31, 735 
\|-time equivalent of all other positions: Civilian 90 90 
\verage number of all employees: 
Military , 31, 943 28, 443 
Civiliam...... a . 3, 261 3, 198 


Total average number of all employees 35, 204 31, 641 


Number of employees at end of year: 
Military 7 28, 875 28, 496 
Civilian 3, 654 3, 650 


rage Salaries and grades: 
General schedule grades: 

Average salary_.- ; $4,101 | $4, 210 $4, 277 

Average grade __. 4 GS-5.4 GS-5.4 GS-5.4 
Grades established by head of agency: 

Average salary -- ; $3, 215 $3, 209 $3, 213 

Average range (lighthouse keepers) - - - ‘ $2, 798-$3, 250 ($2, 798-$3, 250 | $2, 798-$3, 250 
Ungraded positions: Average salary - - - be ceae 2 $4, 001 $4, O85 $4, 
sonal service obligations: 
Permanent positions: 

Military ee 764, 048 $91, 193, 935 108, 92 

Civilian . ; 679, 039 12, 756, 402 , 754, 28 
Positions other than permanent___-- 442, 279 419, 925 419, 9% 
Regular pay in excess of 52-week base 31, 900 31, 449 31, 
Payment above basic rates » 236, 595 | 242, 722 244, 

Total personal service obligations ‘ead 153, 861 104, 644, 433 
Direct Obligations 


Personal services... Noack ; i 128, 002 $95, 692, 437 
Travel ‘ , 850, 028 3, 648, 705 
ransportation of things ‘é hd , 614, 999 2, 955, 048 
Communication services. -- 924, 743 1, 064, 000 
Rents and utility services_- : , 797, 411 1, 376, 000 
Printing and reproduction ates 343, 655 455, 300 
Other contractual services ind . 317, 615 11, 225, 016 

Services performed by other agencies---- -- 3, 317, 600 5, 529, 729 
Supplies and materials_. J30ns Les : Lo icmed 3, 074, 077 20, 037, 770 
Equipment ch 5 \ , 183, 967 10, 294, 292 
Lands and structures . on , 006, 077 250, 000 
Pensions, annuities, and insurance claims. : , 309, 910 3, 239, 108 
Refunds, awards, and indemnities. 44, 684 42, 360 
axes and assessments 40, 501 37, 009 


; Subtotal a : --| 181, 953, 269 155, 846, 774 
duct charges for quarters and subsistence - - _- As 37, 474 


Total direct obligations... ..- nd -| 181 
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Obligations by objects—Continued 


| 
Object classification | 1954 actual | | 1955 estimate | 1956 estimate 





| | 


Obligations Payable Out of Reimbursements 


Personal services --- ipa ‘ ; 25, 859 8, 951, 996 | 8, 325, 364 
Travel ; a 4 6, 693 165, 725 483, 860 
Transportation of things-._- eek age 281, 323 508, 900 
Communication services ies tae ag 17, 875 | 5,000 | 5, 000 
Rents and utility services_- Caneel 16, 924 210, 000 | 10, 000 
Printing and reproduction _- > ; SL ROO Iv ciccndshatenetameee 
Other contractual services -- .. - ; 46, 883 | 687, 274 | 1, 524, 820 
Supplies and materials.______.-- pasaavaleae Saal 696, 534 | 5, 023, 682 | 4, 920, 388 
Equipment-_-_- 510, 559 | 1, 350, 000 781, 467 

Pensions, annuities, and insurance claims.__- iastigesaks 140, 201 





Total obligations payable out of reimbursements. ._-_____| 1, 326, 480 16, 675, 000 | 5, 700, on 








Obligations incurred_ --- 183, 239,148 | 172, 484, 300 7 700, 000 


Analysis of expenditures 


(Balances for June 30, 1954, are as certified under sec. 1311, Public Law 663, except for allocation to Depart- 
ment of the Navy) 


| 
| . 
1954 actual 1955 estimate | 1956 estimate 
| 


oon =e s — = . an } 
Obligated balance brought forward__-.-- : , ‘ $37, 105, 193 $24, 203, 557 | $21, 687, 857 
Obligations incurred during the year 7 scdccoaces| Sa eaee 172, 484, 300 170, 700, 000 


eee eee 

220, 344, 341 196, 687, 857 192, 387, 857 
Adjustment in obligations of mes years. ..._- cuncal” Se One fone e ee eT 
Reimbursements-_--- ; Sai .| —1, 326,480 | —16, 675, 000 —16, 700, 000 
Obligated balance carried forward........---___- ----------| —24, 203, 557 | —21, 687, 857 —15, 687, 857 


Total expenditures__-___--- ee ‘ ‘ --| 185, 477, 453 158, 325, 000 160, 000, 000 


a 
Expenditures are distributed as follows: | 
Out of current eutioriestions.............................- \ 185, 477. 453 { 138, 796, 443 138, 312, 143 
Out of prior authorizations__......__-- wsases aa 19, 528, 557 21, 687, 857 








Mr. Gary. The first appropriation item is “Operating expenses.” 

We will insert this at this point in the record, pages 271, 272, and 
273 of the justifications, and pages 289, 290, and 291. 

(The material referred to is as follows: ) 


OPERATING EXPENSES, CoAsST GUARD 
Analysis of appropriation base for fiscal year 1956 


ROSIE? BUOTOREIRTION, 290e Wdcsincecnnannscrmmenoumtinoes $155, 889, 300 
Supplemental appropriation for 1955 —80, 000 


Total appropriation for 1955 $155, 809, 300 
Reductions: 
Activity No. 1: Vessel operations___________----~- $877, 983 
Activity No. 3: Shore stations and aids operations. 200,000 
Activity No.6: Administration and operational con- 
145, 082 
Activity No. 7: Other military personnel expense__ 3, 184, 823 
Activity No. 8: Supporting programs______-_------ 32, 112 


IT SI FT i tc einiinintenirenatuninsien 
Adjustment in base (net) —4, 440, 000 


Appropriation base for 1956 151, 409, 300 
Increase over appropriation base for 1956____-~- : 2, 630, 70 


Appropriation estimate for 1956 


Increase or decrease from total appropriation, 1955 —1, 809, 3” 





mate 


25, 364 
83, 860 
)8, G00 
5, 000 
10, 000 


24, 821) 
1), 388 
31, 467 
10, 201 


0, 000 


0, 000 


imate 


87, 857 
00, 000 


87, 857 


00, 000 
87, 857 
00, 000 


12, 143 


), om 
», 300 
), 700 


1. Vessel operations.................|......-...| 46, 478, 954 __| 47,387, 404 


3 Shore stations and aids opera- | . 
| 
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Comparison of appropriation base with appropriation estimate for 1956 


| Appropriation base Appropriation esti- 
for 1956 mate for 1956 


Activity I - a  - 


| Average | Average 
positions positions 


Increase or decrease 


| Average 


i | Amount 
positions | Amoun 


Amount Amount 


908, 450 
1, 063, 386 


Aviation operations- - __- | RE 13, 341, 235 | 14, 404, 621 


thos. oh sddudeeselat Sa ded<dbinonueqs.0] eee nial 33, 794, 625 
_ Repair and supply facilities... ..|..........| 14, 291, 194 |-- | 14, 291, 194 | 
Training and recruiting facilities _|__- _..| 6,134,097 | _..| 6,305, 597 
;, Administration and operational | 
Comisel ¢é5 dae iatvedbey ss 4+ | cghie ..| 16, 700, 104 |..........| 16, 700, 104 | 
7, Other military personnel expense _|----- 14, 257, 719 |. .| 14, 340, 318 
Supporting programs. .._ - 6, 762, 945 | | 6,776, 137 








28, 727.7 ‘151, 369, 300 | 29, 148.7 |154, 000, 000 +421 +2, 630, 700 
\djustment in base (net) | —198.6 |+4, 440,000 |..........| +198.6 | —4, 440, 000 





Total appropriation 1955, and | | 
appropriation estimate for | 


| 
28, 529.1 (155, 809, 300 | 29, 148.7 |154,000,000 | +619.6 —1, 809, 300 
| 


GENERAL STATEMENT 


The duties of the Coast Guard embrace, in general terms, maritime law enforce- 
ment; limited security of certain important ports and waterfront facilities ; 
saving life and property; providing navigational aids for maritime commerce ; 
promoting the efficiency and safety of the American merchant marine; and mili- 
tary readiness to serve as a part of the Navy in time of war or national emer- 
gency. These diverse duties are carried out by eight direct activities under 
which the budget program is presented as follows: (1) Vessel operations; (2) 
aviation operations; (3) shore station and aids operations; (4) repair and supply 
facilities; (5) training and recruiting facilities; (6) general administration and 
operational control; (7) other military personnel expense; and (8) supporting 
programs. 

The appropriation for 1955 was $155,889,300 of which $80,000 was transferred 
to “Retired pay, Coast Guard,” by the Supplemental Appropriation Act, 1955. 
The 1956 appropriation request of $154 million is $1,889,300 less than the orig- 
inal 1955 appropriation and $1,809,300 less than the adjusted appropriation for 
1955. 

The budget program for 1956 is based upon essentially the same level of opera- 
tion as in 1955 with the following exceptions: Provision is made for the operation 
of 8 additional 95-foot patrol boats being constructed during 1955 for the exten- 
sion of the port security program. Funds are also requested for the relocation of 
antiaircraft gun mounts on two WAVP type vessels, maintenance of recently 
decommissioned vessels, maintenance of the aids to navigation established in 
1955, and additional maintenance necessary on aircraft for which replacement 
has been deferred. Program increases for aviation training and support per- 
sonnel, and replacement of abandon-ship equipment, are also included. Three 
loran stations in the Gulf of Mexico will be operated for the Air Force on a 
reimbursable basis during 1956. 

The financing for 524 ocean weather stations on the basis of 3 cutters a station 
was accomplished by the Department of Defense as a defense requirement for 
155. Subsequent to this arrangement, an international civil aviation organiza- 
lion agreement in January 1954 established the United States obligation for an 
udditional one-third station, making a total of 6 stations (4 in the Atlantic and 
2 in the Pacific). Eighteen cutters are programed for the operation of the 6 
ocean stations in 1956 with funding in the amount of $15,700,000 being provided 
in the Department of Defense budget. As before, these vessels perform the dual 
functions of ocean weather duty and search and rescue. 
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LANGUAGE CHANGES 


The changes in language are proposed to— 

(1) Facilitate travel in certain isolated areas, such as the Hawaiian Islands, 
where neither Government transportation nor normal public transportation is 
available to personnel engaged in maintenance work or in inspection. The 
hiring of motor vehicles in these situations is more economical and timesaving 
to the Government than taxicab hire for the long distance involved. In certain 
other broad areas such as portions of the Second and Ninth Coast Guard Districts 
where Government transportation is not available, personnel assigned to marine 
inspectors and intelligence work could accomplish their tasks more economically 
and rapidly using hired vehicles, since public transportation other than taxicabs 
is not available. Under the provisions of title 5, United States Code, section 78, 
this language is necessary in order to make the appropriation specifically avail- 
able for the expense. No additional cost is expected, since alternative methods 
are more expensive ; 

(2) Bring up to date the language included in the second proviso so as to make 
it applicable to the appropriation for fiscal year 1956; and to continue the simpli- 
fication of accounting and disbursing procedures. Further, it permits the im- 
mediate transfer of unobligated balances to surplus at the end of the fiscal year 


ANALYSIS OF APPROPRIATION BASE 


Operating expenses 
en tne 
| 


Net change in base, 


| Appropriation allo- 
cation for 1955 
Activity | naddibd ited 3 co 


| 
| Average 


| positions Amount 


Vessel operations. = $47, 356, 937 


i. 
2. Aviation operations ; 
3. Shore stations and aids opera- 
tions --- ire 
. Repair and supply facilities 
. Training and recruiting facilities 


13, 341, 235 

_| 33, 603, 052 
14, 291, 194 

6, 134, 097 


Adjustments in base 


Reduc- 
tions 


Additions 


| $877, 983 


| 


200, 000 


increase (+) 
decrease (— 


Average 


positions | Amount 


—$877, 


— 200, (i 


3. Administration and operational 
control. . i 16, 845, 186 145, 082 | , “ piste | 
. Other military personnel ex- 
penses___-.- : : --| 17, 442, 542 |3, 184, 823 |....-- ; | —3, 184, 82 
. Supporting program-.----- 6,795,057 | 32,112 | wae —32, 112 


Total 


— 145, (82 


28, 529. 1 |155, 809, 300 


4, 440, 000 198.6 | —4, 440, 00 
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TABLE II.—Summary of estimates by activity and class of unit 


Activity and class of unit 


1. Vessel operations: 
(a) Cutters 
(6) Patrol craft 
(c) Tugs s 
(d) Buoy tenders__---- : 
(e) Miscellaneous floating units_- 


Subtotal 


2. Aviation operations: (a) Air stations 
and detachments 
3. Shore stations and aids operations: 
(a) Lifeboat stations. -.. 
(b) Light stations, light ‘attend-— 
ant stations, fog signal, RB-- 
(c) Loran transmitting stations - 
(d) Radio stations 
(e) Marine inspection offices and 
detachments. -._-.---.-- 
({) COTP offices 
(g) Port security cana 
(h) International ice patrol 
(j) Group offices 
(j) Unmanned aids to navigation-| 


Subtotal 


4. Repair 
(a) 


and supply facilities: 

Bases, repair units and moor- 
ings 

Testing and development eXx- 
pense <i 

Supply units 


(b) 
(c) 
Subtotal . 


5. Training and recruiting facilities: 
(a) Academy 
(6) Training units 
(c) Reeruiting and receiving - -- 


Subtotal__- 


6. 
trol: 
(a) Headquarters. - --- os 
(6) District and area offices 
(c) Inspection offices 
(d) Section offices __- 


(e) Liaison with other agencies__-- 


Eo ia cnoinniones 


7. Other military eee, 


Oe) Ti ROIS. conn oie cwecewaenssnalse 


(5) In training. ------ i a 
(c) Termina] leave, mustering- 

out pay, severance pay, etc- 
(d) Recreation - - - -.-- 


Subtotal 


8. Supporting programs: 
(a) Transportation of a 
(5) Ordnance - -- ina 
(c) Printing 3 
(d) Vehicle replacement_ - 
(e) Boat replacement 
(f) Electronic equipment 

curement__ 


Subtotal 


Total estimate 


less than the appropriation for 1955. 


41 


ia 


Administration and operational con- | 


1 This item represents increase over the base for 1956. 


1956 a 


Number 


of units Amount 


20 |$12, 470, 121 
99 | 9, 240, 793 
42 | 3,610, 108 
115 | 16, 799, 488 


4, 358, 444 | 


16, 478, dl 


20 
147 


369 
2, 839, 365 


15 1, 452, 621 


4 13 | 1,747,922 
4) 1,497,171 
1 124, 185 

34 | 1,245, 968 
37,825 | 4,180,007 


33, 4( 3, 052 


4, 4, 291, 194 


2, 478, 669 
2, 131, 169 
a 1, 524. 250 


13, 341, 235 | 
8, 934, 145 
6, 532, 526 | 


4, 849, 142 | 


| 
ae 1956 estimate 


Increase 
over 19% 
base 


Increase 
in units 


Number 
of units 
| 


Amount 


| 

| 20 | $12, 643, 756 
| 107 | 9,847,038 
42 | 3,610,108 
115 | 16, 887, 458 
39 | 4,399,044 


47, 387, 404 


| 


14, 404, 621 | 


8, 934, 145 | 


6, 532, 526 
2, 839, 365 | 
1, 452, 621 


20 | 


369 
41 
15 
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13 

4 

1 

34 

| 38, 275 


4, 849, 142 |. 


4, 239, 410 | 
391, 573 


33, 704, 625 |......_.. 


11, 685, 704 | ent 


454, 890 | 
2. 150, 600 


Mu, 291, 194 | 


2, 478, 669 | 
2, 302, 669 | 
1. 524. 259 | 


-| 6,305, 597 | 





6, 498, 922 | 
9, 784, 144 | 
236, 974 | 


103, 552 
76, 512 | 


16, 700, 104 


4, 492, 475 


6, 442, 663 | 





1 6, 498, 922 
14 9, 784, 144 
4 236, 974 | -- 
3 103, 552 |. 
76, 512 


16, 700, 104 


6, 480, 183 |... ..-- 
4, 537, 554 | 


2, 969, 581 | 


353, 000 


i,: 237, 719 | 


917, 


429, 300 | 
421, 330 | 
1, 384, 978 | 


| 
337 
511, 000 | 


353, 000 
4, 340, 318 


917, 337 | 
524, 192 | 
429, 300 
421, 330 | 
1, 384, 978 


3, 099, 000 | 


6, 776, 137 








154, 000, 000 


The appropriation request for 1956 is $1,809,300 
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REDUCTIONS IN BUDGET FOR OPERATING EXPENSES 


Mr. Gary. Admiral, it appears from page 271 that you are asking 
for $1,809,300 less than your appropriation for last year. Is that 
correct ¢ 

Admiral Ricumonp. Yes, sir, that is correct. 

Mr. Gary. What is the basis of that reduction ? 

Admiral Ricumonp. The reductions are set forth on pages 274 and 
275. I might generalize by saying that the principal reduction came 
about in the military personnel expense, by reason of the fact that in 
1956 we will not have the number of discharges that we are having in 
the current year. That is the principal reduction. 

Actually, there was one other sizable one, and that was that in the 
retrenchment of the ocean-station program for this year there was 
a $1,500,000 lay-up cost which will not be required in 1956. 

Out of that $1,500,000 we have set off about $260,000, which is 
increased cost of fuel. 

There is another $200,000 reduction due to the elimination of the 
contractual ice-breaking requirement. $145,000 of it is a reduction 
in administration and operational control which ties to this part of the 
overhead assigned to this lay-up program. And $3 million comes from 
the saving in terminal leave and military personnel cost generally 
brought about by the fact there are less personnel to be discharged, 


ITEMS INCREASED IN 1956 BUDGET 


Offsetting those reductions there are increases of $2,630,700. 

Mr. Gary. What are the increases ? 

Admiral Ricumonp. One is the extension of the port-security pro- 
gram. Last year a supplemental was granted for harbor-entrance 
patrol at the three ports mentioned, New London, Conn.; Charleston, 
Ss. C.; and San Diego, Calif. There is $1 million there. 

Another project is the replacement of obsolete abandon ship equip- 
ment on vessels; relocation of antiaircraft gun mounts on 2 vessels; 
$34,000 is maintenance of vessels decommissioned in 1955: and another 
is aircraft maintenance, an increase of $945,270. As indicated this 
morning, we have a large number of aircraft which will require over- 
haul, either complete or partial, more than the average in fiscal 1956. 


DISPOSAL OF OBSOLETE AND NONUSABLE MATERIAL 


Mr. Gary. You mentioned the fact in your opening statement that 
« continuation of the house-cleaning program to eliminate excess, 
obsolete, and nonusable material has resulted in actual disposals of 
$3,286,426 from January 1 through November 30, 1954, and that in 
addition, material awaiting disposal as of November 30 amounted 
to $2,901,789. 
_ What valuation is that? Is that what you actually received, or is 
it a fair market value, or cost value, or what? 

Captain Arrtneron. Cost value. 

Mr. Gary. What are you getting for it? 

Captain Arrineton. We actually get very little. It runs less than 
1) percent. I may say that before we dispose of this material we 
screen it through the General Services Administration procedures 
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and also through the other military departments in the Department 
of Defense, and after those agencies have reviewed it, if they state 
they have no need for it, then we are permitted to dispose of it by 
competitive sale. U sually when we find that no agency wants it the 
general public does not want it either, and we usually get less than 
10 percent of its cost on competitive sale. 

Mr. Passman. Will the chairman yield for a question ? 

Mr. Gary. Yes. 

Mr. Passman. What type of materials do you refer to generally? 

Captain Arrrneron. Generally technical parts of various types, 
obsolete electronic parts, or engine parts of engines no longer used. 

Mr. Passman. W ould there be : any real estate or buildings included / 

Captain ArrinGron. That would not be included here. Real estate 
is all disposed of through the General Services Administration and 
that is not included here. 

Mr. Passman. Thank you, Mr. Chairman. 


FUNDS TRANSFERRED TO “RETIRED PAY” 


Mr. Gary. Returning to page 271 of the justifications, I notice you 
have adjusted your regular 1955 appropriation in the amount of 
$155,889,300 by ‘deducting $80,000, which leaves a total appropriation 
for 1955 of $155,809,300. That $80,000 was transferred, was it not, 
to another program ¢ 

Admiral Ricumonp. It was transferred to “Retired pay” with the 
permission of this committee last year to cover the retired pay increase 
under the law. 

Captain Arrrneron. There was new legislation enacted which in- 
creased the number of warrant officers to be retired. 


SAVINGS THROUGH CONSOLIDATION OF SUPPLY FACILITIES 


Mr. Gary. What savings did you have from the consolidation of 
your supply facilities w ith the N: avy ? 

Admiral Ricumonp. Actually no direct saving as far as leases. 
As far as the Brooklyn-Jersey City supply depot, of course we own 
that and also we own the Brooklyn Annex. We have not completed 
the move as yet but when completed the space will be released to 
General Services Administration for disposal. Personnelwise at this 
stage of the game it will take as many people to operate the supply 
depot with the Navy as independently. There may be some savings 
there that I cannot indicate specifically yet. 

The supply depot functions from Cleveland and from St. Louis 
were taken to Great Lakes. The supply depot in St. Louis was in 
our own space and in Cleveland it was property already leased by 
GSA. I cannot answer as to what became of the building. I do 
not believe we were the only occupant, so presumably GSA still 
has the building. 

In Seattle we were occupying space again under lease to GSA 
Whether they have released that building o or not, I do not know. | 
believe they have. 

As to direct savings to the Coast Guard, at this point I cannot 
point to any in dollars and cents. At this point it is better efficiency 
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and a more logical setup operating from space available to the Navy. 
Mr. Gary. And more ample space also 
Admiral Ricumonp. In some instances; yes. 


LORAN STATIONS OPERATED FOR AIR FORCE 


Mr. Canrretp, Admiral, you are going to operate three loran 
stations in the Gulf of Mexico for the Air Force on a reimbursable 
basis during 1956. How much cost is involved in that item ? 

Admiral Ricumonp. Being reimbursable, nothing is covered in 
here. The Air Force will transfer to us $170,000 for the operation 
of those stations. May I correct that. The $170,000 is for this year 
but does not include a modification of the generating equipment at 
one station. It is $200,000 for the following year instead of $170,000. 


TRAINING AND RECRUITING FACILITIES 


Mr. Canrrevp. This item includes training and recruiting facilities ; 
is that right ? 

Admiral Ricumonp. Yes, sir. 

Mr. Canrrevp. Briefly, what is the situation with reference to train- 
ing and recruiting at this time? We are discussing the Selective 
Service Act in the lower House today and several references were 
made to the Coast Guard. 


LOW REENLISTMENT RATE 


Admiral Ricumonp. Generally, the personnel problem is fairly 
serious in the Coast Guard as it is in the other Armed Forces. We 
have a very low reenlistment rate on first enlistment personnel. I 
am glad to say that in the first 6 months of this year the reenlistment 
rate for second and subsequent term enlistments has increased, so that 
it looks better. But we are disturbed because of the few first enlist- 
ment men who are reenlisting. 

During the first 6 months we were unable to meet our quota of new 
enlistments. That has led us to slightly reduce our standards, which 
are fairly high as compared to the other armed services, and to put 
on a special effort to get new enlistments. We are trying a new idea. 
[am very hopeful that it will be successful in reaching areas that we 
heretofore have not been able to reach except at considerable cost. 
We have recently purchased several trailers and put out mobile 
recruiting teams, the idea being if we can boost our recruitment num- 
bers up to our quota, why then we are not out too much money simply 
putting the trailers out of commission temporarily until we have 
another need for them. Our experience in the past has been to set up 
suboffices around, and that is an expensive proposition. 

It is too early to analyze the results of that program, but we are 
hopeful. 

The month of January has been very successful. I was told yester- 
day that we have recruited almost 1,000 men. As you will ‘recall, 
about the first of the year the President made an announcement about 
GI benefits. Whether or not part of the success is due to that an- 
nouncement on benefits that might be eliminated I cannot say, but 
we had an outstanding month in . Januar y; and if we continue on the 
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same scale, before the end of the year we will bring our strength 
up to the planned figures. 

Mr. Gary. It is possible some of them tried to get in before the 
benefits cease. 

Admiral Ricumonp. That is possible. I do not know. 

Mr. Gary. I had several inquiries in my office froin boys wanting 
to get in—not in the Coast Guard but in other services—before the 
benefits ceased. 

Admiral RicHmonp. Yes. 


USE OF RADIO AND TELEVISION FOR RECRUITING 


Mr. Canrietp. Do you use radio and television ? 

Admiral Richmonp. Yes; we use radio and television to the extent 
we can use them reasonably. We have no special programs or any- 
thing of that nature. Usually what we get are small plugs which 
we prevail upon disk jockeys and others to work in when possible. 


EXAMINATION FOR COAST GUARD ACADEMY 


Mr. Canrietp. This title would also include funds for the Coast 
Guard Academy and other schools ? 

Admiral Ricumonp. That is right. 

Mr. Canrietp. Do you have any particular problems with the 
Academy at this time? 

Admiral Ricumonp. No unusual problems. I think the commit- 
tee would be interested in the statistics for this year. It looks as if 
we will have about the same experience this year as we had last year 
at this writing. The examination is February 28. We sent out about 
the same number of posters and pamphlets, about 60,000. We received 
this year 1,608 applications, plus or minus, of which we expect to 
authorize 1,200, plus or minus, to take the examination. Last year it 
was about 1,100, and out of the 1,100 about 1,000 reported for the 
examination. I would say we can look forward to about 1,000 taking 
the examination this year. 

I might say for the year before the figure was about the same— 
about 1,000 took the examination. The year before 413 passed the 
examination, and last year 463 passed. So I would say about 45) 
will pass the examination this year. We offered appointments to 3) 
last year to get a class of in the neighborhood of 200. 

Last year we adopted a new policy. In the past we have determined 
what the entrance class would be and then offered appointments to that 
number; but we found that was bad for the reason that after offering 
these appointments to a lot of boys, many of them had also taken 
examinations for Annapolis or West Point or had decided to go some 
other place, so that meant we had to offer additional appointments 
until we came up to the class we wanted. This year we tried to base 
our appointments on past experience, and that is why we offered ap- 
pointments to 390. The entering class was 192. Some of them even 
then did not stay with us. The present fourth class is down to 152. 

On February 1 we had 422 eae in the Academy, 77 in the first 
class, 99 in the second class, 94 in the third class, and 152 in the fourth 
class. 
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OTHER SCHOOLS OPERATED BY COAST GUARD 


Mr. Canrtetp. What other schools does the Coast Guard operate? 

Admiral Ricumonp. We have a petty-officer school at Groton, Conn., 
where enlisted men are sent for specialized training; and we have 
recruit training at our receiving centers at Cape May, N. J., and 
Alameda, Calif. In addition to that, we give some of the enlisted 
men special training either in Navy schools, if available, or in a few 
instances in private schools. For example, we have eight men going 
to the RCA Institute in New York City for advanced electronic 
training. Anyone who gets that has to be an outstanding man and 
he has to obligate himself for 6 years. 

Mr. Canrretp. They are from the enlisted ranks? 

Admiral Ricumonp. Yes, sir. 

Mr. Canrrevp. Are there any special problems you want to discuss 
on that? 


LOSS OF YOUNG CAREER OFFICERS 


Admiral Ricumonp. We do have the problem that, frankly, we 
are losing a very large number of young career officers. There are a 
number of factors, probably not the least of which is that many of 
them think—and maybe they are right—that conditions on the outside 
are better than in the service. For the class of 1952, which completes 
3 years’ service this June, we have requests from 11 for resignations. 
1 would anticipate that before June that figure will swell to 14 or 15. 
That class has, I believe, 77 members. There are a number of factors: 
Discontent with the service life; and probably when they went to the 
Academy I am not sure they wanted to make a career of it. That 
is not true of the Coast Guard alone; I think the other services are 
experiencing the same thing. 

Mr. Passman. Are young officers permitted to resign immediately 
upon graduation from the Academy ? 

Admiral Ricomonp. No; they are obligated for 3 years. TI believe 
this class of 1952 is the next to last class that signed the 3-year obli- 
gation. 

Mr. Passman. That is a pledge you secure in advance? 

Admiral Ricumonp. Yes. Now everyone who goes into the Acad- 
emy must obligate himself for 4 years’ service. 

Mr. Sremrnsk1. Is that after graduating? 

Admiral Ricumonp. Yes. Out of a class of 77 completing 3 years’ 
service in June we already have 11 requests for resignations. 

If you gentlemen would let me do it off the record, I think you would 
be interested in a letter that was not written to me but was written 
by one officer to another officer and he showed it to me. This is a 
personal letter. 

Mr. Gary. Off the record. 

(Discussion off the record.) 


OFFICER CANDIDATE SCHOOL 


Admiral Ricumonp. Another school which we are running is the 
Officer Candidate School. We have kept that going in a relatively 
small way. We had to establish it originally, of course, to meet the 
requirements of the expansion program several years ago. Now, of 

58681—55——24 
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course, we are only running it to meet the attrition in that particular 
group of officers. During the fiscal year 1955 we expect to probably 
graduate from that school about 105 officers. 

Their training is for a period of 4 months. They are college grad- 
uates before being sent there. They are enlisted with the understand- 
ing that after successfully completing a 4 months’ course they will be 
given Reserve commissions and serve for 2 years, and this year is the 
first class, I believe, that are obligated to serve for 3 years. As I said, 
in 1955 we expect to get 105 officers from this source. 

Mr. Gary. Where is that school conducted ? 

Admiral Ricumonp. In New London, Conn., in the temporary 
buildings, as you may recall down in the north end of the grounds, 

Mr. Gary. The training is separate from the regular Academy t 

Admiral Ricronp. It is a separate course. There is a small staf 
to administer it, and we utilize the facilities of the Academy to the 
extent practical. 


HOSPITALIZATION FOR COAST GUARD DEPENDENTS 


Mr. Canrtevp. I have one other question at this point, Admiral. 
What Federal Government hospital facilities are available to men of 
the Coast Guard ? 

Admiral Richmonp. Well, to men of the Coast Guard any Public 
Health Service hospital, plus any hospital of any of the Armed Forces, 
or for that matter, on a contract basis, a private hospital. I think 
probably what you had reference to was the problem of dependents 
who are limited to hospitals of the Public Health Service. 


REIMBURSABLE PROGRAMS 


Mr. Passman. Admiral, you may want to answer this off the record, 
and it may not be pore. to the matter under discussion. The 
appropriation estimates for 1956 amount to $154 million. Now, there 
are certain reimbursements that you get from the other military 
branches. What do they amount to? 

Admiral Ricumonp. $15,700,000 for 1956 will come from the De- 
fense Department for the ocean station program, and on the other 
programs—I think you wanted the programs? 

Mr. Passman. Yes; the total. 

Admiral Ricumonp. There is another reimbursable item of $840,000 
for the sale of materials, and things of that nature. 

Mr. Passman. I want those which have to do with the operation of 
the Coast Guard. 

Admiral Ricumonp. But nevertheless it is reimbursable, and there 
is about $550,000 in a working fund arrangement from the USTA for 
the Voice of America. 

Mr. Passman. Are there instances where you have to reimburse 
other branches of the service for services rendered to the Coast Guard! 

Captain Arrineton. Yes; the training of aviators is one. 

Admiral Ricumonp. Yes; that is right. 

Mr. Passman. What does that amount to, sir? 

Captain Arrinetron. There is an increase of $171,000 for that. 

Admiral Ricumonp. I can put that in the record. 


(The amount for 1956 is $334,500; for 1955, it is $163,000.) 
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Admiral Ricumonp. As I indicated in my opening statement, the 
rate has gone up considerably in this last year because we now pay 
for the training at Corpus Christi which the Navy did not charge us 
for before. 
Mr. Passman. Off the record. 
( Discussion off the record. ) 


HOSPITALIZATION FOR COAST GUARD DEPENDENTS 


Mr. Gary. Returning just for a moment to the question of hospitali- 
zition for Coast Guard dependents, have they ever worked that prob- 
lem out? I know when we visited some of the stations the boys were 
complaining because their dependents could not get into naval hos- 
pitals or other hospitals located where they were stationed, and they 
had no hospital facilities for the dependents. 

Admiral Ricumonp. It has not been solved; no, sir. 

Mr. Gary. I thought we had a bill to take care of that last session. 

Admiral Ricumonp. They got one bill through the Senate that 
would have solved their problem, yes, sir, but it did not pass the House. 

Mr. Gary. Are the legislative committees contemplating offering 
additional bills this yes ar? 

Admiral Rrcumonp. The bills have been introduced; yes, sir. What 
action will be taken on them, sir, I do not know. It is a very confused 
situation, and the Coast Guard problem is such a small part of the 
overall problem that it is rather difficult to talk intelligently on the 
thing without a fairly exhaustive résumé of all the problems entering 
into it. 

We feel that if they wanted to get the Coast Guard problem solved, 
which is relatively minor, we assume that virtually in all of the Armed 
Forces hospitals it would probably not amount to more than 10 cases 
a day on ne average. In other words, if all the Armed Forces hos- 
pitals were available. For dependents it is always on a space available 
basis, but as toe often happens in these things when you get into them 
you get into bigger matters, and the Defense Department has a bill 
up at the pr esent time which would, in effect, revolutionize treatment 
of dependents. I think a lot would depend on what happens to that, 
and I think you run into the feeling of why worry about this little 
problem of the Coast Gu: ard when there is this bigger question and 
the problem of all the services that ought to be threshed out. 

Mr .Gary. But the Coast Guard is being carried in the Defense 
Department bill ? 

Admiral Ricumonp. No, we are not. 

Mr. Gary. It is not? 

Admiral Ricumonp. Except while we are operating as part of the 
Navy, and I do not think we could very readily do it. "We have, along 
with the Public Health Service and the Coast and Geodetic Survey, 
felt that way for this reason. The bill is technical and has already 
heen introduced, and I personally do not think you could include the 
Coast Guard in that bill without a considerable revision of the bill. 
It would almost have to be taken back and redrafted and restudied 
to do it. 

Mr. Gary. But you do have a separate bill for the Coast Guard? 

Admiral Ricumonp. There are separate bills; yes, sir. 
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Mr. Seely-Brown has one, and Mr. Boggs has a bill, and there is 
the so-called McCarran bill, the original which was the one that passed 
the Senate in a modified form in the last session. 

I think that there are actually four bills on the Hill at the present 
time involving this matter in one form or another. 


DISCRIMINATION IN SCHOOL FACILITIES AGAINST COAST GUARD PERSON NEL 


Mr. Passman. Has there been any discrimination against Coast 
Guard personnel in schools at bases where you have both naval per- 
sonnel and Coast Guard personnel ? 

Admiral Ricumonp. We had some trouble, but, thanks to this com- 
mittee several years ago, we no longer have it. 

Mr. Passman. It has been adjusted to the satisfaction of the Coast 
Guard ? 

Admiral Ricumonp. We are perfectly satisfied with our present 
setup. 


EFFECT OF OPERATION OF ST. LAWRENCE SEAWAY 


Mr. Sreminskri. Admiral, will the operation of the St. Lawrence 
seaway have any effect on the Coast Guard’s operations / 

Admiral Ricumonp. Yes; it definitely will. It has already pre- 
sented a considerable administrative problem. 

Of course, as you know, we are interested in safety on navigable 
water, and we feel that the present pilotage system on the Great 
Lakes with respect to foreign vessels coming in is a very serious 
problem. 


I have already called together a group of representatives asking 
them to work on this problem, because it is a very serious problem 
and it is something that ought to be solved before the seaway is 
opened. Of course, insofar as the number of ships going in and all 
of that is concerned, why, we will be requiring more facilities, but 
at this stage of the game I cannot foresee how much. 


DELAWARE RIVER VALLEY PROJECT 


Mr. Steminsxkt. Would there be any relation to your activities and 
the development of the Delaware River Valley United States of 
America project ? 

Admiral Ricumonp. I am not too familiar, frankly, with that, Mr. 
Sieminski, but as I see it I do not believe so. 

Of course, I think the committee ought to understand that the Coast 
Guard is in a very peculiar position with any project that creates a 
body of water in the United States that is not completely within the 
State jurisdiction and which is navigable in fact. It is another prob- 
lem that we are trying to cope with and trying to find a solution 
to. 

I do not believe we will get a solution until, very frankly, Congress 
acts on it, but you have this sort of a situation, Mr. Sieminski. Some- 
body puts in a dam and backs up a big body of water. Now, no mat- 
ter what you create that dam for you create a hazard to anybody who 


. foolish enough to get out there without proper precautions in a 
oat. 
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As a practical matter the Coast Guard does not have the facilities, 
and, very frankly, at this stage of the game, we do not think that we 
should properly move in or ask for the facilities to police all of these 
bodies of water. 

Yet we are in the position that if we are asked the question “Is this 
a navigable body of water under the so-called Appalachian decision, 
and subject to Federal jurisdiction?” we can do very little but say, 
“Yes,” thereby putting Federal jurisdiction over that particular body 
of water. 

Now, that creates a very dangerous situation. We have a great 
imany problems arising today because a few years ago the only person 
who ever owned a boat was either a man who was relatively wealthy, 
or someone who had grown up along the coast. Nowadays you are in 
the position where any person practically on the plains of the Midwest 
could very well send to Sears, Roebuck and get himself a package 
boat-kit, equipping it with a 25-horsepower motor, and go out and 
commit manslaughter or drown himself. It is a very serious subject. 


CONTROL OVER WATERFRONT PERSONNEL 


Mr. Sremrnsk1. I have 1 or 2 more questions, Admiral. 
I see that you have paid tribute to the fact that you now have greater 
| control over waterfront personnel, particularly those who might have 
heen convicted of narcotics violations, and a few other crimes. Do 
vou find that is helping to produce better commerce ? 

Admiral Ricumonp. I cannot answer that affirmatively; no, sir. 

In the first place, the law has not been on the books long enough to 


really evaluate it. 

I would put it this way: It now gives us authority to take off a ship 
«man who is a known user of narcotics and, furthermore, it also per- 
mits us to take from a ship a man who has been convicted of traftick- 
ing in nareotics on the presumption that he will again traffic in them. 
To that extent it is a great help. Previously he had to be performing 


| the act aboard ship before we could prevent him from sailing. 


PARTICIPATION IN ANTARCTIC STUDY 


Mr. Sreminski. My last question, Admiral, is: This is going to be 
known as a geophysical year and the scientists of the world are going 


» to get together and study weather conditions down in the Antarctic 


lor the next 2 years. Have you been invited to take part in that, or are 


, you interested in getting the Coast Guard in on that project / 


ae Ricumonp. I think we have a very important part in 
that. 

We have one officer, whom I believe most of the committee have met, 
Captain Thomas, who had command of the North Wind, in Opera- 
tion High Jump, and who has made somewhat of a hobby, I guess 
that is the right word, of the study of that type of thing and has 
written a book on ice, not a very encouraging subject, but I think you 


| Would find it a very interesting book to read. 


Mr. Sueminsxr. Off the record. 
(Diseussion off the record.) 
Admiral Ricumonp. When the Navy was setting up their plans 


| (ley came to us and asked us if we would loan, for an indefinite period, 
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Captain Thomas to be chief of staff of the operation. He is not on 
the ship that is down there now, but he is in the office working in the 
Navy Department at the present time as chief of staff on this project. 

Mr. Steminskt. I think it is a commendable thing, Mr. Chairman, 
to have the Coast Guard saluted as it is in this Antarctic project, 
just as we have seen it saluted by commerce in connection with Coast 
Guard’s aid to navigation. It is a high tribute to the quality of your 
personnel, Admiral, congratulations. 


ENFORCEMENT ON NAVIGABLE WATERS 


Mr. James. Admiral, did I understand from the last few remarks 
that I heard that the Coast Guard would be likely to be held respon. 
sible for service in the upper reaches of the Delaware River? 

Admiral Ricumonp. Oh, definitely, sir. 

Mr. James. Have you ever been c: illed upon to perform any except 
emergency service up there? 

Admiral Ricumonp. Let us define the word “service.” 

Mr. James. I mean rescue work or tasks of that sort. 

Admiral Ricumonp. I cannot answer specifically as to the upper 
Delaware, but it would be entirely within our responsibility to go in 
there; yes, sir. 

May I first say that when I was speaking about that I was think. 
ing more about the marine inspection laws, and the thing I had in 
mind particularly was such a place as Lake Texhoma. In other 
words, that lake is a manmade lake which was created by damming 
up the Red River and Washita River between Texas and Oklahoma, 
That is a sizable body of water. Not only do we have to go in there 
to put in aids to navigation, but we have to go there periodically ant 
inspect the vessels operating on the lake. 

Mr. James. Is the formation of that lake the result of damming 
up navigable rivers? 

Admiral Ricumonp. Yes. It was three rivers originally. They 
have dammed up the confluence of the three rivers to create the lake. 

Mr. James. Boiler inspection, I suppose, is a matter that is handle( 
by quite a number of agencies, and probably by some private agencies 
or municipal or State agencies; is it not? 

Admiral Ricumonp. Under the motorboat laws if you own a motor 
boat you have to comply with Federal law if you are on navigable 
waters. 

Mr. James. If I operate a motorboat on the upper Delaware River 
I then am subject to and must comply with Federal law ? 

Admiral Ricumonp. If that water is part of the navigable water 
of the United States; yes, sir. 

Mr. Gary. If you have a boat here in W ashington you have to. 

Admiral RicuMonp. Yes; if you have a boat here in W ashingtol 
your boat has to comply with Federal law. 

Mr. James. Now, as far as seizing contraband from ships enter 
ing ports is concerned, and inspecting them for possible sapien 
materials, in other words, ships that might be coming in here loade( 
for sabotage, do you make such surveys at the port of Philadelphia: 

Admiral Rrcrmonp. Not at the port of Philadelphia. We do it 
the lower Delaware. 
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Mr. James. Down at the breakwater, I assume. You have a pretty 
big installation down there. 

Admiral Ricumonp. I would not call it too big an installation, but 
we have vessels down there for the purpose of inspecting certain 
categories of vessels entering there. 

Mr. James. But you do not go very far upstream in that work, do 
you? 

Admiral Ricumonp. Well, not for that, except from a surveillance 
standpoint. I cannot very well go into the details of that on the 
record. I would be very glad to go off the record. I did want to 
comment on that phase of it, because we are about to announce a 
change in the policy which I think will cost no more money and 1 
think will make our program much more effective to accomplish the 
end result. Now, if I am to describe that I would like to go off the 
record. 

Mr. Gary. Yes; off the record. 

( Discussion off the record.) 


PILOTAGE SYSTEMS 


Mr. James. Admiral, in response to a question by Mr. Sieminski 
as to whether your problems would be increased by the opening 
eventually of the St. Lawrence seaway, you said something about 
pilotage situations needing to be established or perfected. Is it a 
part of your responsibilities in the Coast Guard to see to it that 
pilotage systems are instituted and maintained in navigable inland 
waters ¢ 

Admiral RicumMonp. Not necessarily in navigable inland waters. 
This question is a very complicated proposition which has grown 
up through the years like so many of our laws. As you probably 
know, pilotage, that is, reserving the right of pilotage to the States, 
was one of the first laws passed by Congress and, ‘if not the first, 
one of the very first in 1790. Actually that reserved to the States 
the right of pilotage, providing the State has acted. Now, in the 
event a State has not acted, then the Federal law requires that when 
licenses were required that a vessel has to have a properly licensed 
Federal pilot aboard. It leaves us with this sort of a situation, that 
we have overlapping areas where some vessels are definitely required 
by State law to take a State pilot, which we accept. There are other 
waters that the State is not interested in where we require a Federal 
license, and there are certain types of vessels which may not require 
having a Federal license because of the peculiarity of the law. I 
(lo not know whether you want all this on the record or not. 

( Discussion off the record. ) 

Mr. James. There is one thing further, Admiral, and I am par- 
ticularly interested in this one because I do not know whether Penn- 
sylvania, New Jersey, and Delaware have joined together to take 
advantage of the right of the States that you have just explained 
and passed laws to establish pilotage. 

Admiral Rircumonp. Yes, sir; Pennsylvania very definitely has. 
You may have met Fred C ampbell, who is president of the Delaware 
Pilots. 

Mr. James. Yes, I have met the gentleman. 
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That being the case, whether New Jersey has passed a law or not, 
or whether Maryland has passed a law, the fact that Pennsylvania 
has that law serves to provide pilotage, local pilotage for the entire 
Delaware River, from the headwater to breakwater; is that right! 

Admiral Ricumonp. That is right. I think I am right; I have not 
checked on that. 

Mr. James. In other words the Association of Pilots operates on 
the whole river, and if that is the situation under the authority of one 
of the States it must apply to all of them 

Admiral Ricumonp. I think they call it the Delaware River Pilot 
Association. 

Mr. James. The Delaware River and Bay Pilot Association, | 
believe. 

Admiral Ricumonp. Yes, sir. 


ACQUISITION, CONSTRUCTION, AND IMPROVEMENTS 


Amounts available for obligation 


(Balances for June 30, 1954, are as certified under sec. 1311, Public Law 663, except for allocations to Depart- 
ments of the Army and Navy) 


| 
| 
1954 actual | 1955 estimate | 1956 estimate 


Appropriation or estimate | $7, 000, 000 $7, 000, 00( 
Transferred from ‘‘Maintenance and operation, Air Force,” \ 
pursuant to Public Law 304--- ais 8, 120, 500 





Adjusted appropriation or estimate 10, 620, 500 7, 000, 000 
Unobligated balance brought forward__- : Ae te ah 8, 278, 234 7, 587, 937 
Unobligated balance transferred to “Salaries and expenses, 

United States Secret Service,”’ pursuant to Public Law 663-- —200, 000 | 
Se 

Total available for obligation ad - : 18, 898, 734 7, 000, 000 

Unobligated balance carried forward ube ae —7, 587, 937 








ERE LILLE EM | 11, 310, 797 


Obligations by activities 


Description 1954 actual | 1955 estimate | 1956 estimate 





R68 oi ch Poke Se Skt OS eee tacks $809, 505 $4, 422, 173 $50, 000 
2. Aviation facilities. ........-_- See Guditcnnddniasciemaal 2, 452, 670 4, 927, 914 6, 100, 000 
3. Shore stations and navigation aids........_.._.......------ 863, 225 1, 167, 772 765, 00 
. Repair and supply facilities. ._.......__- s 234, 246 390, 370 | 
5, Loran station construction iectenshaceacce 6, 951, 151 3, 479, 708 


I ine cdeeseiicnnp animes | 11, 310, 797 | 14, 387, 937 





Depart- 


stimate 


000, 00 


stimate 


$50, 000 
, 100, 000 
765, 00 


Obligations by objects 


Object classification | 1954 actual | 1955 estimate | 1956 estimate 





COAST GUARD 


Full-time equivalent of temporary pee. Sune at ep akan aeaen 22 22 | 
\verage number of all employees - -_--- hits naekonta 22 22 
Number of employees at end of year. -_-_-_-.--- weneea| 18 


1 Personal services: Positions other than perenne eel $91, 300 ~ $90, 370° "$90, 37 0 
Travel. paca ers 41, 454 | 40, 000 13, 700 
Transportation of things....___- es | 11, 700 10, 000 3, 000 
Communication services------.--- ‘ ist ; Pata 594 
Rents and utility services_.._..........-.-- tied aia 1,041 | 
Printing and reproduction illite eta a diacetate i Eee VE! bes 
Other contractual services - - --__- oct 946, 401 50, 000 | 50, 000 
Supplies and materials___- ; kt een eaa os aeaticel 689, 146 | 195, 446 | 10, 992 
Equipment. -- Speed gunner eens 565, 044 , 472, 567 | 138, 730 
Lands and structures. - ---- . 2,101, 981 | 3, 219, 285 | 706, 708 
Taxes and assessments.____-._...------ 509 | 500 | 500 


|— : 
Obligations incurred _-- - Aeteme e esee] 4, 451, 089 8, 078, 168 | 1, 014, 000 


ALLOCATION TO THE DEPARTMENT OF THE NAVY | 


Equipment xt aoeaneks iat 3, 859 527 4, 490, 029 | 5, 986, 000 





ALLOCATION TO THE DEPARTMENT OF THE ARMY 


Other contractual services----.-_----- eee |. 
Lands and structures. - - i 911, 369 | 1, 819, 740 ‘| 





Obligations incurred. ee 3, 000, ) 181 1 | ‘1, 819, 740 T 


| 


SUMMARY 


Full-time equivalent of temporary positions---- ores 22 

Average number of all employees. - ---- > sa ac aaciecatins 22 | 

Number of employees at end of year. ------ oan 18 

01 Personal services: Positions other than permanent. - - 991, 300 $90, : 370 | 

02 Travel... _- sa whet Stee ha rank haere vas 41, 454 40, 000 | 

03 Trensportation of things. ----- or da cdagt 11, 700 10,000 | | 

04 Communication services. ------.-- este ; 594 

05 Rents and utility services_-_.-.--- 1,041 | 

(6 Printing and reproduction--_----.-- ; 4 1,919 | | : 
07 Other contractual services ea 1, 035, 213 50, 000 | 50, 000 
08 Supplies and materials. ae : ebau ae 689, 146 195, 446 | 10, 992 
09 Equipment 2 na 4, 424, 571 8, 962, 596 6, 124, 730 
0 Lands and structures. . ates ; | 5, 013, 350 5, 039, 025 706, 708 
15 Taxes and assessments. i 509 500 | 500 





Obligations incurred ceccccececece-e-.--.-.| 11,310,797 | 14,387, 987 | 7,000, 000 


Analysis of expenditures 


Balances for June 30, 1954, are as certified under sec. 1311, Public Law 663, except for allocations to 
Departments of the Army and wane ) 


7; 
| 
r 


1954 actual | 195 58 5 estimate | | 1956 estimate 


Obligeted balance brought forward $14, 688,961 | $11,384, ors | $2, 472,015 
Obligations incurred during the year -- | 11,310, 797 ‘| 14, 387, 937 7, 000, 000 


; 95, 999, 758 25,772, 015 | 9, 472 2 O15 5 
Obligated balance carried forward... | —11, 384, 078 | 2,472,015; —1, 472, 015 


Total expenditures... _-- : | 14,615,680 | 23, 300, 000 8, 000, 000 
Expenditures are distributed as follows: 


Out of current authorizations. - ' } 14. 615. 680 { 4, 500, 219 | 5, 527, 985 


Out of prior authorizations_-- 18, 799, 781 2,015 


Mr. Gary. Next we will take up acquisition, construction, and im- 
provements of the Coast Guard. At this point we will insert page 297 
of the justifications, and also pages 298 and 299, down to the last 
paragraph appearing on that page. 
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(The matter referred to is as follows:) 


ACQUISITION, CONSTRUCTION, AND IMPROVEMENTS, CoAsST GUARD 
Analysis of appropriation base for fiscal year 1956 


Regular appropriation, 1955 act $3, 000, 000 
Transferred to salaries and expenses, U. 

mental Appropriation Act, 1955) ‘ 
Supplemental appropriation for 1955 4, 000, 000 


Total appropriation, 1955 6, 800, 000 


Reductions: 
Nonrecurring 1955 projects : 
550, 000 
Aviation facilities 320, 000 
Shore stations and navigation aids__.____._____________- 557, 000 
*. TRIE OO GUODIG FACINOR es oan cc 373, 000 


Adjustment in base —6, 800, 000 


Appropriation base for 1956 
Increase over appropriation base for 1956 7, 000, 000 


Appropriation estimate for 1956 7, 000, 000 
Increase or decrease from total appropriation, 1955 200, 000 


Comparison of appropriation base with appropriation estimate for 1956 


Appropriation base Appropriation esti- 


Increase or decrease 


| 
| 

for 1956 mate for 1956 
| 


Activity - on 


—— _ onl - —_—_— — — 


Average | Average 


Average 
643 f Oo sas 
positions Amount | positions 


positions Amount Amount 


| 


5.8 $50, 000 | 5.8 $50, 000 
4.0 | 6,100,000 4. 6, 100, 000 


1. Vessels- aeiiedien 
2. Aviation facilities 
3. Shore stations and navigation | 

i Riinscc ncaiate ; a Ps 11.8 | 765, 000 | .8 765, 000 
4. Repair and supply facilities_ _- .4 85, 000 | ; 85, 000 


Increase over appropriation 
ee : : se es 22.0 | 7,000,000 , 7, 000, 000 


GENERAL STATEMENT 


The funds requested under this appropriation title represent capital invest- 
ment for the acquisition or construction of new or replacement Coast Guard 
operating facilities, or the improvement of existing facilities. The programs 
planned for 1956 are for a few of the most urgent projects on existing schedules, 
and were selected on the basis that they complied with one of.the following 
rules: (a) Protect present investment, (b) remedy a dangerous condition which 
presently exists, (¢c) produce substantial savings, or (d@) essential to a positive 
operational requirement. 

The request for 1956 represents a $200,000 increase over that requested in 
fiscal year 1955, as shown in the comparative summary below. The amount is 
considerably below that required for known replacement needs. 

The funds requested for utilization against 1956 programs are to remain 
available for expenditure until the specific projects are completed. 
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1954 appro- 1955 appro- 


wa ae 1956 estimate 
vriation priation , 





Vessels angen de odanss o - | 0 $3, 550, 000 $50, 000 


I Aviation facilities. ____- kate ....| $1, 700,000 2, 320, 000 6, 100, 000 
II|. Shore stations and nav igation aids ie eal 591, 000 557, 000 765, 000 
IV. Repair and supply facilities _ - aid 209, 000 373, 000 mayen 
y. Loran to meet Department of Defense requirements ante 8, 120, 500 | 0 


Total appropriation or estimate ; | 10, 620, 500 | 6, 800, 000 | 7, 000, 000 


LANGUAGE CHANGES 


The language change to permit the transfer of funds not to exceed $2 million, 
if available, from other Coast Guard appropriations into “Acquisition, construc- 
tion, and improvements” for the replacement of 1 additional seaplane has been 
deleted inasmuch as it is no longer applicable. 


ANALYSIS OF APPROPRIATION BASE FOR FISCAL YEAR 1956 


The regular appropriation act for 1955 provides funds in the amount of $5 
uillion plus $4 million in a supplemental appropriation act for 1955. This total 
of $7 million was adjusted to $6,800,000 by a transfer of $200,000 to the Secret 
Service, as authorized in the Supplemental Appropriation Act, 1955 (Public Law 
(63). There is being requested in these estimates a total of $7 million. Inas- 
much as the projects are nonrecurring in nature, the entire amount provided 
in the 1955 appropriation has been deducted in determining the appropriation 
base for 1956, 


TRANSFER OF FUNDS TO SECRET SERVICE 


Mr. Gary. From page 297, Admiral Richmond, it appears that 
your regular appropriation for 1955 was $3 million for this purpose, 
und you transferred to “Salaries and expenses,” $200,000. What was 
that transfer for ? 

Admiral Ricumonp. For the Secret Service. I think Colonel 

Johnson knows more about the details of that. We just transferred 
it. It was a reserve as far as we were concerned, and we transferred 
the money on request. 

Mr. Jonson. Mr. Chairman, pursuant to the provisions of the 
Supplemental Appropriation Act of 1955, which provided under the 
heading of the United States Secret Service for the appropriation of 
229,000, to be derived by transfer from such appropriations con- 

tained in the Treasury Department Appropriation Act, 1955, as the 
Secretary of the Treasury may designate, this transfer was made. It 
Was made pursuant to those provisions. 

Mr. Gary. $200,000 of it then was transferred to the Secret Service, 
in accordance with the Supplemental Appropriation Act ? 

Mr. Jounson. Yes, sir. 


USE OF SUPPLEMENTAL APPROPRIATION, 1955 


Mr. Gary. Then, apparently you had a supplemental] appropriation 
of4 million. What was that for ? 

Admiral Ricumonp. It was primarily for the eight 95-foot patrol 
boats that I mentioned under port security, and also there was an item 
for the rebuilding of a dock at Ketchikan. 
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INCREASED BUDGET FOR 1956 


Mr. Gary. That made a total appropriation for 1955 of $6,800,000. 
You are asking at this time for $7 million, which is an increase of 
$200,000. What is that increase for? 

Admiral Ricumonp. Well, actually in this appropriation, since this 
is a no-year appropriation item proposition, the only way we can 
describe this is to indicate what is to be acquired under this program. 

Actually the greater part of the $7 million that we are asking for 
is for 3 P-5-M airplanes. Last year’s appropriation authority pro- 
vides for replacing an additional seaplane if we can find the funds iy 
our appropriations. 

The balance of that is, as indicated, for some preliminary plans 
looking toward the construction of vessels to replace old-age vessels 
and $470,000 for aids to navigation that come about either through 
Army engineer projects or changes in the channel and that sort of 
thing—small changes that cannot be anticipated; quarters for the 
Point Arguello Loran Transmitting Station, and small items of that 
kind; replacing a bulkhead and buoy slab at St. Petersburg, Fla, 
which we can take up in detail. 


PROGRAM FOR REPLACEMENT OF AIRCRAFT 


Mr. Gary. Admiral, several years ago, at the insistence of this com- 
mittee, you adopted a program of replacement for your aircraft so 
as to have a fairly uniform annual allowance for that item, and do 
away with large fluctuations in making those replacements. 

Then, 2 years ago you abandoned that program and we were told 
that a study was being made. Now, apparently, we are suffering to 
some extent from the fact that the program was not continued. 

Will you give us some idea as to what the present situation is with 
reference to the adoption of a policy of annual replacement? 

Admiral Ricumonp. Well, as you indicated, Mr. Chairman, we have 
been over this matter of aircraft replacement and the committee and 
ourselves recognized a number of years ago that we were in the un- 
fortunate situation that practically all of our aircraft were of about 
the same age, they were all of wartime construction. 

With the help of this committee we did undertake to replace those 
along a basic plan which we hoped would replace all the aircraft 
before they reached the point. beyond which we could not fly them: 
in other words, where they were in an unsafe condition. 

Two years ago it is a fact that, for various reasons, we had to 
abandon that plan. 

Last year we did not even attain the goal under the original plan. 

We are now faced with this situation: That if the planes requested 
hereunder are granted, and remembering in all of this consideration 
you always have to take in the lead time in getting your aircraft, we 
will, at the end of 1956, have 50 overage aircraft under the currently 
existing years permitted for various types under Navy directives as 
well as under ours. 

Now, that means that if after this year we want to remedy the 
situation, and again assuming that the number of aircraft remains 
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static, and we do not have any ups and downs in the size, for the 
‘iscal years 1957 and 1958 and 1959 it will require about $19 million 
each year in aircraft replacement. 

Mr. Gary. You mean $19 million annually ? 

Admiral Ricumonp. Yes, annually, to overcome that backlog of 
50 planes, and that in 1960 and 1961 it will require about $5 million 
mnually, and thereafter your annual replacement costs—and again 
we can only take our present prices—will run about $11 million a 
year, With no aircraft being more than 1 to 2 years overage thereafter. 
Now, that is the situation of the aircraft in the Coast Guard today. 

Mr. Gary. Are you contemplating a program of that kind? 

Admiral Ricumonp. From the Coast Guard standpoint I would 
like to contemplate such a program. Whether I will be able to adopt 
such a program may depend on factors outside the control of the 
Coast Guard. 

Mr. Gary. Is it not essential to the safety of your flying personnel 
that you have safe airplanes ? 

Admiral Ricumonp. Definitely, sir. 

Mr. Gary. Referring to the three planes that you are reque sting for 
1956, they are merely replacements and are not additional planes? 

Admiral RicuMmonp. They are replacements. We have asked for 
0 additional planes at any time since the war, except for port secu- 
rity, When we got three helicopters on an experimental proposition 
to test them in New York, and we did increase the number of planes 
for the expanded search and rescue in the Pacific, but those were not 
purchased planes. They were loaned to us from the Navy. 


OVERAGE AIRCRAFT 


Mr. Gary. Can you insert at this point in the record a table showing 
the total number of planes that you have that are overage? 

Admiral Ricumonp. Yes, sir. 

Mr. Gary. We will insert that table at this point in the record. 
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(The matter referred to is as follows:) 


Over age aircraft, U. S. Coast Guard, as of June 30, 1956 


mane 


Over age as of 
June 30, 1956 | Percent 
of type 
over 


l 
| Number | Amount| 


PB-1G, normal service life, 10 years: Years 
11 years old_ ; 
12 years old_ 
P4Y, normal service life, 10 years: 
11 years old_ 
12 years old. Es Bad meas 
R5D, normal service life, 10 years: 
11 years old_ ; 
12 years old___- , 
PBM, normal service ‘life, 814 ye ars: 
11 years old_. : 
12 years old___- chain 
R4D, normal service life, 10 years: 
12 years old_ 
13 years old. 
14 years old____- : 
JRB, normal service life, 10 years: 
11 years old. d 
12 years old_ 
JRF, normal service life, 814 years: 
12 years old_ 
13 years old_ 
15 years old_ Dn st. cbabda td 
OY, normal service life, 10 ye ars: 
2 years old_ ; 
13 years old_ et sct<n 
HO38, normal service life, re years: 10 years old ies 
Total over age aircraft, fiscal year 1957._............---.--.--.--.--- 
Total aireraft now in operation, 126. 
Percent of total over age, fiscal year 1957, 40 percent. 











NotTe.—Normally the standard service life of aircraft by type as established by the Coast Guard exca 
that established by the Navy for the same type. 


Mr. Gary. This table shows 126 aircraft now in operation. 

Admiral Ricumonp. That is correct, sir. 

Mr. Gary. And that 50 of them are over age. 

Admiral Ricumonp. Yes, sir. 

Mr. Gary. What do you call an over-age aircraft ? 

Admiral Ricumonp. I think it is indicated on there. I think I cal 
show you right here [ indicating ]. 

The landplanes are usually considered over age by the Navy ail 
ourselves atter 10 years, seaplanes after 814 years, and helicopte! 
after, I believe it is, 8 years, although I may be wrong on that; it ma 
be 7. Actually, the Navy standards are 71% years, ‘and we have 4 
tended it to 8 years; seaplanes 814 years, and we have extended it! 
9; and landplanes are 10 years. 

Mr. Gary. These three planes that you are asking for for 1956 w! 
not do very much for your overall picture. 

Admiral Ricumonp. Well, specifically, here is what they will di 
We have an operational requirement for 15 long-range seaplanes. W 
have already purchased and had delivered, and there is on order! 
a result of past appropriations, 7 of those planes. We have 1 on ordel 
and we have a remaining requirement of 7 planes. This will redu 
that requirement to 4. Tf we can, out of this year’s appropriatiols 
buy 1 more plane we will have a requirement of 3 still to bring tli 
seaplane picture up to date. 
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Mr. Gary. But you are asking for 3 replacement planes in 1956, and 
this table shows that you have 50 over -age planes. 

Admiral Ricumonp. Yes; but they are not all seaplanes. 

Mr. Gary. I know that, but I was speaking of your entire picture. 
If we grant these 3 planes that you are asking for it will not have 
a great ‘deal of effect on your overall picture because you have 50 planes 
over age. 

Admiral RicuMmonp. Yes, sir; that is correct. 

As I said, assuming that this is granted, and nothing else is done 
to remedy the situation, on June 30, 1956, at the end of the fiscal year 
1956, according to this study, and we have gone into this pretty exten- 
sively, we will ‘have 50 over -age planes. 

If, in subsequent appropriations we attempt to lick that problem 
it will take about $19 million a year, and we will still have overage 
planes during that three year period. Appropriations for 1960 and 
1961 will amount to about $5 million, and then we can aver age out 
for an annual appropriation of about $11 million for plane replace- 
ment alone, accepting periods of overage of a year or so. 

Here [indicating] 1s a graph of that. “The red line represents what 
would happen, assuming we get $19 million for the next 3 years, and 
what would happen if we replaced the planes exactly when they were 
overage, but rather than to have these peaks and v: alleys, it is our opin- 
ion if we could get on an orderly replacement basis it would be far 
better to accept the problems, that some planes could go over a year 
or so, and take a calculated risk on that, a risk in a sense that if they 
are so bad we cannot keep them going safely we will not fly them for 
that overage period. This would put us on a continuing basis, as- 
suming the: prices are the same, and that they are the same ty pe planes, 
at about $11 million annually based on the proportionate hours in 
flight rotation. 

Mr. Passman. Mr. Chairman, would you yield? 

Mr. Gary. Yes, sir. 

Mr. Passman. Admiral Richmond, observing this chart, and ob- 
serving the inventories, I notice that the JRF has a normal service 
life of. 814 years. You have 8 of those planes and 2 of them are 15 
years old. Are you still using those planes ? 

Admiral Ricumonp. Yes, sir. 

Mr. Passman. Who established the criteria of the normal service 
of those planes ? 

Admiral Ricumonp. The Navy Department basically. 

Mr. Passman. And the Coast Guard continues to use planes that 
are obsolete ? 

Admiral Ricumonp. Yes, sir; we use that type of plane, and we 
have to fly them. Now, do not "misunderstand me, we are not using 
a plane if we feel that the plane itself is dangerous. I should Me it 
this way, we are keeping that plane up but by inordinately high- 
maintenance cost, because as it gets older there is corrosion and re- 
building of parts, and it is nearly at the point of being uneconomical 
to operate. 

Mr. Passman. Are you in a position to explain whether or not. the 
Air Force and the Navy are following the same policy of using obso- 
lete planes ? 
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Admiral Ricumonp. No; I am not in a position to state that, and I 
do not think you could get a clear answer on that because obsolescence 
in the Navy and Air Force would depend on a lot of factors which are 
not necessarily true in the Coast Guard, and I will give you this as 
an example: I doubt if the Navy has any PBM’s or many PBM’s fly- 
ing because they developed the P5M to replace the PBM’s, and that 
is the plane we are now acquiring to replace our PBM’s. 

Mr. Canrrecp. Admiral, also in all fairness to everybody concerned, 
and, most particularly this committee, every member of this committee 
went into the question very thoroughly in yesteryear as to the safety 
of the men flying those ships. We questioned Mr. Rose about it, and 
we questioned you. 

Admiral Ricumonp. Yes; that is right. 

Mr. Gary. We questioned the abandoning of the whole program. 

Mr. CanFretp. Yes; we did. 

Mr. Gary. We not only questioned it, but we protested it. 

Mr. Canrtexp. Yes. 

Mr. Gary. And I am still protesting. 

Mr. CanrreLp. We questioned the authorities of the Coast Guard 
and we were told chances would not be taken. 

Mr. Gary. That is right; but now if you do not do something about 
this problem you are going to have a situation where the Coast Guard 
cannot operate. 

Admiral Ricomonp. That is right. When these planes get so they 
are unsafe we will ground them. If those 50 planes are unsafe in 
1956 you are going to have the Coast Guard with 76 planes. That is 
what it comes down to, gentlemen. I am not here to tell you those 
planes would be unsafe. I say that they are past the age when the 
Navy uses them, but I think they are safe for serviceable operation. 
Even with the present program, on June 30, 1956, we will have 50 
planes which are over age in commission. 

Mr. Gary. This deals only with the age, and you have not added 
any jet planes or any modern planes of that kind at all. You are 
operating just ordinary aircraft. 

Admiral Ricumonp. That is right. This question of what is safe 
or what is over age is a difficult one. There are Ford trimotors still 
flying around and I presume they are being licensed. I do not know 
if they are licensed to fly in this country or not, but people are still 
flying them. Maybe they are safe and maybe they are not, but if they 
are ine in this country they have to be licensed by the CAA. On 
the old planes certainly the maintenance cost goes up. 

Mr. Gary. The point I am making is that it is advisable for the 
Coast Guard to have a program of replacements which will not only 
give safety but which will enable a certain number of replacements 
each year and keep your fleet in good condition rather than to have 
to spend a very large sum 1 year and the next year a lesser sum. More 
uniform annual replacements are sounder finance in my opinion. 

Admiral Ricumonp. It is very definitely, sir. We are faced with 
definite problem. We will have 50 overage planes next year. To. 
replace them would cost between $55 million and $60 million. | 
think it would be a mistake for us to come in here—assuming We 
could and I am not at all convinced we could—but even if this com- 
mittee would give it to us I am not convinced it would be advisable, 
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for this reason: If we bought $55 million of new planes in 1 year, 10 
years hence we are creating the same problem. We have made a very 
exhaustive study of this. We think the only answer is to split that 
amount roughly into $19 million for 1957, 1958, and 1959, then, be- 
cause of other planes that have already been bought, in 1960 and 1961 
your requirements would go down some and then level off in 1961 or 
1962 at a little less than $12 million assuming everything remains 
equal. 

Mr. Gary. This committee has stated on numerous occasions that 
it favors a replacement program that will replace a reasonable num- 
ber of planes each year so as to keep your fleet of planes in reasonably 
good operating condition. You adopted such a plan some years ago 
and it was abandoned 2 years ago. I, as one member of the commit- 
tee, hope we can work out a program such as you have outlined and 
put it into operation so that we will have a safe and up-to-date fleet of 
planes for the Coast Guard. 


STANDARD SERVICE LIFE OF AIRCRAFT 


Mr. Passman. Admiral, on your inventory list it says: 


Normally the standard service life of aircraft by type as established by the 
Coast Guard exceeds that established by the Navy for the same type. 

Would you happen to know the standard service life the Navy would 
place on the same type of aircraft ? 

Admiral Ricumonp. Yes. For example, the R5D is 120 months. 

Mr. Passman. Is it the safety factor or the maintenance cost that 
prompts them to have a lower service life? 

Admiral Ricumonp. I think both. I think they feel the mainte- 
nance costs go up to a point beyond which it is not worthwhile to 
rebuild the plane. And the strain and stress in the structure of the 
plane, the fuselage and all 

Mr. Passman. Would be the safety factor? 

Admiral Ricumonp. Yes. 

Mr. Passman. Why would the same plane, under the same condi- 
tions, be safer for the Coast Guard than for the Navy? 

Admiral Ricumonp. It is not, sir, except that we, by rebuilding and 
inspecting, assure ourselves before we let the plane go up that it is 
reasonably safe. 


REPLACEMENT PLAN FOR AIRCRAFT 


As of June 30, 1956, under this present plan, we will have 2 planes 
that are 5 to 6 years over the stated age; we will have 6 planes 3 to 4 
years; 8 planes 2 to 3 years; 21 planes 1 to 2 years overage; and 13 
planes overage from zero to 1 year. 

If we went to the $19 million figure in 1957, at the end of 1957, 
presumably, we would have 2 planes that are 6 to 7 years overage; 
none 5 to 6 years; 6 planes 4 to 5 years; 3 planes 3 to 4 years; 23 
planes 2 to 3 years; and 13 planes 1 to 2 years overage. 

The following year, under the same basis, we would drop down to 
only 24 planes overage. And by the end of 1959 we would only have 
11 planes overage. In 1960, 1961, and 1962 we would have no planes 
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overage. In 1963 we would go to 14 planes overage but all in the zero 
to 1 year. 

Mr. Canrievp. I have no questions, but I do want to make this 
statement. I believe you should go forward and work out that pro- 
gram and present it to us. This committee has always been solicitous 
on this subject and your appropriation was never cut by this committee, 

Admiral Ricumonp. I agree on that. I will also say we have 
received help from the Air Force. We have on loan from the Air 
Force now 13 new UF’s. Those planes do not entirely meet our over- 
age problem because they cannot replace the PBM’s and other dis- 
similar types. 

DISPOSITION OF OVERAGE PLANES 


Mr. CanrreLp. What happens to an overage plane when it is 
replaced ¢ 

Admiral Ricumonp. Usually, if we can , we turn it back to the Navy 
or the Air Force if they want it. I would say the better part of them 
are scrapped. We have scrapped a large number at Elizabeth City 
and some of them go to the Navy operating base at Hampton Roads 
to go into scrap material. 

You will recall we had a discussion in this committee about the 
Lodestars when we replaced them with the RM’s. One was trans- 
ferred to an aviation experimental Government-sponsored organiza- 
tion. They wanted to modify it and make certain tests, not flying 
tests, but preventive tests. 


REPLACEMENT OF PATROL CRAFT 


Mr. Canrietp. You ask $50,000 for preliminary design plans for 
a replacement for your inadequate 25- to 30-year-old 125-foot and 
165-foot patrol craft. How many such patrol craft do you have and 
how many do you classify as inadequate ? 

Admiral RicuMmonp. They are all inadequate by age and design. 
At the present time we have eight 165-foot and eighteen 125-foot boats, 
not including the one assigned to the yard for test purposes. The 
125-foot boats were built in the rum-running days in 1926 and 1927. 
The 165-foot boats are of later vintage. They were built in the early 
1930's. 

Mr. Gary. You have finished your boatbuilding operations to take 
care of port security ? 

Admiral Ricumonp. You are talking about the 40-footer ? 

Mr. Gary. Yes. 

Admiral Ricumonp. Yes. Of course, we are still on the 95-foot 
program. 

Mr. Gary. What is the status of that ? 

Admiral Ricumonp. The first one is planned for delivery on the 
ist of July, and they come out about two a month from then. 

Mr. Gary. You are not asking for any additional appropriations 
for those ? 

Admiral Ricumonp. We are asking for operating expenses. 

Mr. Gary. To operate them; but no more for building them ? 

Admiral Ricumonp. No. 

Mr. Gary. You have completed your appropriation request for that 
program ¢ 
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Admiral Ricnmonp. For that program as a port-security program, 
correct. Weare faced with a definite problem on the 83-footers. The 
43-footers are rapidly becoming obsolescent, too. But there is nothing 
in this request on that at all. 

Mr. Gary. You are going to have a program on that? 

Admiral Ricumonp. Yes. 

Mr. Gary. Would it not be better to put your program in as an 
annual program rather than wait until they all become obsolete and 
have to do them all at one time? 

Admiral Ricumonp. Yes, sir; it would. Colonel Johnson could 
answer that better than I. Actually, I think we have accomplished 
that with the 83’s. Nobody knows how long the port-security pro- 
cram is going on. We are going to have eighteen 95-footers there- 
under. If perchance the port-security program should ever fold, I do 
not intend that the 95-footers should go into mothballs but what will 
go into mothballs will be the 83-footers, and the 95-footers will go into 
regular service. So, in a sense, we may have a start on replacement 
of the 83-footers. Off the record. 

(Discussion off the record.) 

Mr. James. How far at sea do the 83-footers go? 

Admiral Ricumonp. You are talking about search and rescue ves- 
sels ? 

Mr. James. Whatever service they may engage in. 

Admiral Ricumonp. They may go out a hundred or so miles on 
occasion, but usually not. 

Mr. James. It would be a pretty dangerous thing to go that far out 
in bad weather, would it not ¢ 

Admiral Ricumonp. No. They are pretty serviceable boats. They 
do not go out as far as the old 75-footers. This is a development of 
the old 75-footer built in rum-running days, and I know of one occa- 
sion during the rum-running days where it got so bad the crew was 
picked up by a vessel of the Cunard Co. and the crew landed in Glas- 
gow and the boat was picked up and brought in. The boat was still 
afloat. 

Mr. Murray. I have no questions but I would like to make a state- 
ment off the record. 

(Discussion off the record. ) 


Rerrrep Pay 
Amounts available for obligation 


foot (Balances for June 30, 1954, are as certified under sec. 1311, Public Law 663) 


a 
1954 actual | 1955 estimate | 1956 estimate 


— = is dea 


the Appropriation or estimate $18, 600, 000 $19, 775, 000 $21, 300, 000 
lransferred from ‘‘Operating expenses, Coast Guard,” pur- | | 
Suant to Public Law 663 : | 80,000 |.....- 


jons 


_ Adjusted appropriation or estimate 18, 600, 000 19, 855, 000 21, 300, 000 
Unobligated balance, estimated savings..................---- naieia 





Obligations incurred 18, 481, 456 19, 855, 000 21, 300, 000 
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Obligations by activities 


Description 1954 actual | 1955 estimate | 1956 estimate 





. Enlisted men_.---_. kina ie ee. ‘ elit aes 7, 713, 827 $9, 059, 046 

. Commissioned officers ____ 7, 283, 633 8, 540, 280 
3. Chief warrant and warrant “officers ili aie lactis ieottendichienbad ae deiis 2, 212, 448 2, 570, 456 
. Former Lighthouse Service_..-..-..--- . poems cidade 1, 288, 662 r 59, 92 1, 236, 180 
5. Former Lifesaving Service : 27, 390 3, 68! 19, 101 
3. Reserve personnel (Public Law 810) 19, 492 , 917 29, 897 
Subtotal - : 18, 545, 452 19, 967, 440 21, 454, 960 

. Survivor’s benefits ES ) indicates excess of deductions from 
retired pay under Public Law 239, over siediiebtietas to 
ne a chiki Later: 3 : —63, 996 —112, 440 —154, 960 








Obligations incurred ‘ 18, 481, 456 19, 855, 000 21, 300, 000 


Obligations by objects 


12 Pensions, annuities, and insurance claims: 
1954 ___- $18, 481, 456 
1955_ 19, 855, 000 
Ll = 21, 300, 000 


Analysis of expenditures 
(Balances for June 30, 1954, are as certified under sec. 1311, Public Law 663) 


j 


1954 actual | 1955 estimate 1956 estimate 





Obligated balance brought forward--.-_.....-..----.-----------| $313, 275 | $50, 157 $55, 157 
Obligations incurred during the year MiiibLechnasesesawcel, | eee | 19, 855, 000 | 21, 300, 000 
18, 794, 731 | 19,905, 157 21, 355, 157 
Adjustment in obligations of prior years - so euea — 276, 966 |- iaiiiasaatl 
Obligated balance carried forward ‘ oath eet —50, 157 —55, 157 


Total expenditures_----- Sade SToweewscannt 18, 467, 608 ii 19, 850, 000° 


Expenditures are distributed as follows: | 
Out of current authorizations --- ithe Sted Ta 18, 432, 010 19, 799, 843 21, 244, 843 
Out of prior authorizations-...--_- aaah iin ainiieae Maco iaae 35, 598 50, 157 





Mr. Gary. Next will be the retired pay. In that connection we 
will insert page 313 of the justifications at this point in the record. 
(The material referred to is as follows :) 
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RETIRED Pay, Coast GUARD 


Analysis of appropriation base for fiscal year 1956 


Regular appropriation, 1955 act _._.... $19, 775, 000 
Supplemental appropriation for 1955 : 80, 000 
Total appropriation, 1955 19, 855, 000 
Reductions: 
Enlisted $105, 125 
Commissioned officers 81, 715 
Chief warrant and warrant officers___._.___.____- se 21, 900 
Former Lighthouse Service 57, 314 
Former Lifesaving Service 4,584 
Survivor’s benefits 42, 520 


Total 313, 158 
Additions : 
Enlisted men a 496, 920 
CORREIOIIE CON Drei chee nce erteweeescteae berate 412, 766 
Chief warrant and warrant officers 131, 397 
Former Lighthouse Service 38, 575 


761, 500 
Appropriation base for 1956 20, 616, 500 
Increase over appropriation base for 1956 683, 500 


Appropriation estimate for 1956 21, 300, 000 


Increase or decrease from total appropriation, 1955 1, 445,000 


(Compenton of appropriation base with epereprtation estimate ror 1956 


Appropriation base Appropriation esti- | 
for 1956 mate for 1956 


Activity —_—_ — 


| Average | Average Average 
positions | positions Amount | positions 


Increase or decrease 


Amount Amount 


Number | Number Number | 

Enlisted men atessnan aanan 4,329 | $8,751, 679 | 4,481 | $9,059,045 | +152 +$307, 366 
Commissioned officers. __-- 1, 966 8, 238, 562 2, 038 8, 540, 280 +72 +361, 718 
Chief warrant and warrant officers. -| 914 | 2, 502,020 | 939 | 2,570, 456 +25 | +68, 436 
Former Lighthouse Service-.--... . 729 | 1,236,181 729 | 1,236,181 |- 

Former Lifesaving Service . - -- 25 | 19, 101 | 25 | 10000 bo. Ro 
Reserve personnel (Public Law 810) _| 5 23, 917 20 | 29, 897 | +4 | +5, 980 


Survivor's benefits (Public Law 239) | .--| 154,960 |-.-..-....| —154, 960 | 


Increase over appropriation | 
base... .-- aki | 7,979 | 20, 616, 500 | 8, 232 | 21,300,000 | 253 +683, 500 


Adjustment in base (net) —293 | —761, 500 |---- letoake +293 +761, 500 


Total appropriation 1955, and 


| | | ‘ 
appropriation estimate, 1956 7, 686 | 19, 855, 000 8, 232 | 21, 300, 000 +546 1, 445, 000 
| | | | 








Mr. Gary. I do not think there is much we can do about that. That 
is a matter of computation. The retired pay is fixed by law and 
it is just a question of how many people are eligible for it. I assume 
there are no questions from the committee on that item. 
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Reserve TRAINING 


Amounts available for obligation 


(Balances for June 30, 1954, are as certified under sec, 1311, Public Law 663) 


| 
| 
| 


| 
| 1954 actual | 1955 estimate | 1956 estimate 


Apovropriation or estimate seated is ; | $3, 175, 000 
Reimbursements from other accounts_-- - 73, 335 90, 000 





Total available for obligation. _.......................-- 2, 573, 335 | 3, 265, 000 
Unobligated balance, estimated savings —17, 529 ea ate nudce 


I oe Goes aabsdebaa ya 2, 555, 806 ¢ 3, 265, 000 





Obligations by activities 


Description 1954 actual | 1955 estimute | 1956 estimate 


Direct Obligations 
Reserve training program.__..............---_-- $2, 482, 471 $2, 500, 000 $3, 175, 000 


Reserve training program cool 73, 335 90, 000 90, 000 





Obligations incurred___________- 2, 555, 806 2, 590, 000 | 3, 265, 000 
| 


| 

| 

| | 

Obligations Payable Out of Reimbursements From Other Accounts 





Obligations by objects 


Object classification | 1954 actual | 1955 estimate | 1956 estimate 
\_ | 


Number of permanent positions: 
Military._. 
Civilian 





Total number of permanent positions 








Average number of all employees: 
Military ; eee 
Civllien. acencs-s---- 





Total average number of all employees. ---- 
Number of employees at end of year: 
DO NET. aethgerink<<necuns 
Civilian 








Average salaries and grades: 
General schedule grades: | 
ANID OO 88s 5 de ib andcne ies ee $3, 196 | $3, 378 | 
Average grade ak Sos ee mall GS8-3.5 | GS-3.5 | 


} — | 
Direct Obligations 


Personal services: 

Permanent positions: | | 
Military ; ; ihipinasadcreraia $572, 900 $634, 922 $634, 922 
Civilian a ett na neicenaarh tatiana 67, 553 86, 150 | 86, 145 
Regular pay in excess of 52-week base _ aid 318 | 337 | 342 
Drill and active duty pay of trainees____- 5 y 1. 401, 635 1, 437, 870 | 2, 039, 123 
Total personal services_----- Scdruabeb Sowa neces 2, 042, 406 2, 159, 279 | 2, 760, 532 
; 179, 118 167, 520 | 233, 180 
Transportation of things._..........-- dete tacce saat sa 5, 910 2, 500 2, 500 
‘Comsméunication services... ...........-.-..-...-.......-- 6,777 5, 400 5, 400 
Rents and utility services.........................  Seeeuel 13, 968 | 5, 300 | 5, 300 
Prmung and reproaaction...~. .-. 5-22. oar 5, 128 | 6, 000 | 6, 000 
Other contractual services - 6, 055 5, 600 5, 600 
Supplies and materials...__........._. ne > SES SRE ERIN 185, 174 140, 701 | 150, 188 
Equipment 37, 581 7, 200 5, 800 
Taxes and assessments 354 500 500 


Total direct obligations 2, 482, 471 3, 175, 000 


Obligations Payable Out of Reimbursements From Other 
Accounts 





Supplies and materials 73, 335 90, 000 90, 000 
Obligations incurred 2,555,806 | 2, 590, 000 | 3, 265, 000 
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Analysis of expenditures 


(Balances for June 30, 1954, are as certified under sec. 1311, Public Law 663) 


1954 actual 


1956 estimate 


| 1955 estimate | 


$365, 268 
2, 555, 806 


$345, 962 
2, 590, 000 | 


$345, 962 
3, 265, 000 


Obligated balance brought forward 
Obligations incurred during the year 
2, 921, 074 | 
—14, 866 | udedetial 
—73, 335 | —90, 000 | 

— 345, 962 | — 345, 962 


2, 486, ‘911 s 500, 000, 


2, 935, 962 | 3, 610, 962 
ijustment in obligations of prior years --___-___- 

Re imbursemente 

Obligated balance carried forward 


—90, 000 
— 350, 962 


po ae 3, 170, 000 





Expenditures are distributed as follows: 
Out of current authorizations 
Out of prior authorizations_- 


2, 154, 038 | 
345, 962 | 


2, 824, 038 


\ 2, 486, 911 { 345, 962 


Mr. Gary. Last, but by no means least, is the Reserve training pro- 
gram, and in that connection we will put pages 317, 318, and 319 of 
the justifications in the record at this point. 

(The material referred to is as follows:) 


RESERVE TRAINING, Coast GUARD 


Analysis of appropriation base for fiscal year 1956 


Regular appropriation, 1955 act 
Supplemental appropriation for 1955 


Total appropriation, 1955 


Appropriation base for 1956 
Increase over appropriation base for 1956 


Appropriation estimate for 1956 


$2, 500, 000 


2, 500, 000 


2, 500, 000 
675, 000 


3, 175, 000 


Increase or decrease from total appropriation, 1955 675, 000 


Conroe of onetleie anand base with } oer we estimate for 1956 


| Ry 
Appropriation base 
for 1956 | 


Appropriation esti- 
mate for 1956 


Increase or decrease 
| 


Activity 


| Average 
| positions 


| TePTag 
Amount | Average 


Average | 
positions | 


| siti | 
| positions | 


Amount Amount 


Reserve training program: | 
1. Training expense | 


| $1, 697, 544 | Rs 
2. Administration expense _-_---_| 


148.3 | | 802,456 | 


2, 500, 000 


2, 372, 544 
802, 456 


3, 175, 000 


$675, 000 
148.3 


148. 3 


} TWO oo Stewed 675, 000 
Adjustment in base_--_. 


148.3 | 


Total appropriation 1955, and | 
appropriation estimate for | 
1956 oo 


iia —_ 148.3 | 2, 500, 000 | 148. 3 3, 175, 000 675, 000 


GENERAL STATEMENT 


The Coast Guard is required to maintain and train a Reserve component to 
augment the Regular service in carrying out its increased duties in time of war 
or national emergency by participating in security programs inaugurated in 
iajor ports and by manning vessels and aircraft. Immediate mobilization would 
require 15,000 trainees. The Reserve training program is carried out in organ- 
ized units and individually to provide personnel trained in critical specialties. 

While the number of persons participating in drills and active-duty training 
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in 1956 will be the same as in 1955, the quality of training will be improved by 
extending active-duty training to more reservists. This type of training is par- 
ticularly effective, since there is full utilization of each consecutive day over a 
15-day period under actual operating conditions. 


LANGUAGE CHANGES 


The changes in language are proposed to bring up to date the language included 
in the proviso so as to make it applicable to the appropriation for fiscal year 1956, 


Analysis of appropriation base 


| Appropriation allocation 
for 1955 


Activity — ——_—————— 


Average | 


positions | Amount 


1. Training expense - ------ ; pte sous Sate n aes a ea $1, 697, 544 
2. Administration expense __- 148. 3 | 802, 456 


Total 7 ee . 2, 500, 000 





There are no adjustments in the base. 


Detailed explanation 


1. Training expense: 
Appropriation base for 1956 $1, 697, 544 
3udget estimate for 1956 2, 372, 544 
Inerease over base 675, 000 


The 1956 program provides for 48 paid drills for the same number of trainees 
which in the 1955 program were offered only 36 paid drills. In addition, the 
1956 program provides for more active-duty training than was provided in 1955. 
The following table shows in detail the amount of training to be conducted in 
conformance with the Armed Forces Reserve Act of 1952 under categories 
A, B, and D. A description of each category follows the table. 
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PRESIDENT’S RESERVE TRAINING PROGRAM 


Mr. Gary. As I understand from your original statement, Admiral, 
with reference to your Reserve-training program, if the President’s 
recommendations recently made to the eee with reference to 
Reserve training are adopted, then you will have to come before this 
committee to request additional funds for your Reserve-training pro- 
gram to carry out the President’s program. Is that correct? 

Admiral Ricumonp. I would say we may have to. At this stage 
it is a little indefinite as to just how it will directly affect the Coast 
Guard, that is, as to the extent. I am quite sure that if there is any 
modification along the line of requiring servicemen after they leave 
their service to join in organized units, we will have to have additional 
money to accommodate them. At the present time, as you know, 
every young man is obligated in effect for 8 years’ service. But in 
essence you have a law which has little or no meat in it. Since last 
June, every man coming out of the regular service becomes a member 
of the Reserve. If we have to provide training facilities for those 
people, then we are not prepared in this appropriation to take care 
of that. 

Mr. Gary. This committee is very much interested in the Reserve- 
training program and, judging from your statement made before the 
committee, that program is operating very satisfactorily at the present 
time. 

Admiral Ricumonp. It is operating satisfactorily, sir. Of course, 
as | indicated in my statement, we are definitely short of our mobiliza- 
tion requirements, and I would like to reiterate that this does not make 
any increase in the program next year over this year. The additional 
amount in here is for the payment of the full number of drills and 
active-duty training of those people now in the organized units. There 
is no increase in the Reserve strength. The Reserves, in numbers, 
will during the future years go up because, as I have just indicated, 
those boys coming out of the service must be members of the Reserve. 

Mr. Gary. This entire Reserve program for all the services will be 
considered, no doubt, by the legislative committee in accordance with 
the President’s recommendations, and consequently any increase in 
your program should probably wait until after appropriate action has 
been taken on that general legislation by the Congress. 

Admiral Ricumonp. I should think so. 

As you know, there is a provision in the plan that a boy entering 
the Reserve originally may, in effect, sign up for 10 years and not take 
any active duty, with the presumption he will be put in training for 
6 months. There is no provision in here for that. 

Mr. Gary. I think that should await the legislative action. 

Admiral Ricumonp. We are not even sure we will have to provide 
that if it is adopted, and I understand there is some opposition to it. 


PAY FOR RESERVE TRAINING DRILLS 


Mr. Canrretp. You are asking for funds to pay for all 48 drills 
and provide paid active duty training for this group. During the 
current year, I understand, you paid the trainees through only 75 
percent of the drills? 
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Admiral Ricumonp. We started out that way. Of course, it is very 
difficult to anticipate in a Reserve program exactly how many people 
will take drills. You have to go on the assumption that everybody 
will be present for at least 48 drills and a certain percentage will 
take active-duty training. We found ourselves, on the first of the 
year, with more people in the Reserve than anticipated—for several 
reasons, one being that not as many were on active duty as planned 
because Selective Service calls were down. So we found ourselves 
with more people and also with a very enthusiastic report of the 
number who wanted their 2 weeks’ active-duty training in addition 
to weekly drills. In order to allocate the money available to us to 
those people who wanted active-duty training, we announced we 
would only pay for 3 drills out of 4 attended, realizing that if people 
did not show up for active-duty training we might have money to 
pay for the full 4 drills. 

Mr. Canrtevp. Off the record. 

(Discussion off the record.) 


RETIREMENT FUND 


Mr. Sreminski. Admiral, when will that pension fund start going 
down ? 

Admiral Ricumonp. You mean the retirement fund ? 

Mr. Sreminsxi. Yes. 

Admiral Ricumonp. We anticipate that will continue to grow for 
about 10 years and then level off. It will vary from year to year. 

Mr. Sremrnskr. I might at this point say that while there may be 
some concern expressed generally in the Government over pension 
funds being paid to the military, and while some people may criticize 
the Defense Establishment for holding on to people long beyond the 
need for their active duty and participation in Government activities, 
I would like to remind them that it was a gentleman in the Congress 
who suggested to the bankers of America that one way they could 
forestall and cure deflation was to do something for our veterans. I 
think it was the bonus paid to the World War I veterans that started 
the banks of America out of their slump. And I think much of the 
credit for that assurance given to bankers in the late twenties goes to 
Congressman Wright Patman, of Texas. 

It is interesting to note the role retirement funds play in our econ- 
omy. The Secretary of the Treasury told this committee that they 
were in large measure responsible for the tremendous stability now in 
the stock market, along with other moneys derived from the purchase 
of Government savings bonds. 

Mr. Gary. Thank you. That completes the hearings. I am very 
much obliged to you gentlemen for a very full and complete account 
of the Coast Guard operations. 
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Wepnespay, Fresruary 9, 1955. 
OFFICE OF THE TREASURER 


WITNESSES 


MRS. IVY BAKER PRIEST, TREASURER 

EDMUND DOOLAN, DEPUTY TREASURER 

WALTER L. FUNK, ADMINISTRATIVE OFFICER 
DARIO A. PAGLIAI, ADMINISTRATIVE ACCOUNTANT 


SALARIES AND EXPENSES 


Amounts available for obligation 


Balances for June 30, 1954, are as certified under sec. 1311, Public Law 663) 


1954 actual | 1955 estimate | 1956 estimate 





Appropriation or estimate - - . -- ‘ $17, 000,000 | $15,499,000 | $15, 500, 000 
rransferred to “‘Contingent expenses, “public moneys, Office 
of the Treasurer,’’ pursuant to Public Law 207__----.------ —66, 000 
Adjusted appropriation or estimate - - ‘ = 16, 934, 000 15, 499, 000 id, 500, 
Reimbursements from non-Federal sources__-- 4 ‘ 411, 993 401, 400 | 40), 
Reimbursements from other accounts_.- -- - - spesencen 71, 385 75, 600 75, 


Total available for obligation. - ..........--.----.-.-.-- “17,417, 378} 46, 976, 000 } 15, 976, 5 
Unobligated balance, estimated savings -.......----.-.---- — 230, 059 | ‘ j 
Obligations incurred ----....-.-.-- s cnapeliaatininaantieaaentbesinice ae 15, 976, 000 | 15, 976, ! 
Comparative transfer from— | 
“Contingent expenses, public moneys, Office of the 
‘Treasurer’’___- 303, 033 | 
“Administer ing the public debt, Bureau of the Public 
RE ERLE, 353, 378 |- 
NN eon 245s es chard cee cece 17,848,730 | 15, 976, 000 | 15, 976, 500 


NOTE.- . 4imbursements from non-Federal sources above include the ooaieedlica of sale of persona] prop- 
erty (40 U. 8. C, 481 (¢)). 


Obligations by activities 


1954 actual | 1955 estimate | 1956 estimate 





Direct Obligations 

$3,400,031 | $3, 282, 800 $3, 282, 800 

; wae 326, 550 336, 600 336, 600 
3. Re tirement a currency aa Seantue ae 590, 130 | 642, 700 643, 700 
. Maintenance of Treasurer’s accounts.........-.------------ 377, 205 375, 660 | 375, 600 
5. Payment and custody of securities 241, 639 | 264, 100 204, 100 
. Procurement and transportation of United States currence . 12, 327, 194 10, 496, 0CO 10, 496, 000 
. Executive direction 97, 603 101, 200 | 101, 200 


Total direct obligations 17, 360, 352° 15 ), 499, 000 | 15, 500, 000 


Obligations Payable Out of Reimbursements 


Re eg ‘ments from non-Federal sources: 
. Retirement of currency ieuieseed 410, 000 400, 000 400, 000 
3 Replacement of personal property sold. .....-- 1, 993 1, 400 1, 100 
Tota: obligations payable out of reimbursements from 
non-Federal sources. -_--._....- i a teats 411, 993 401, 400 401, 100 
Reimbursements from other accounts: | 
1. Processing checks, deposits, and claims_.-_______-- 71, 385 75, 600 75, 400 


Total payable out of reimbursements---_- , 483, 378 477, 000 476, 500 


Total obligations < see 17, 843, 730 boi 976, (00 15, 976, 500 
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Obligations by objects 


Object classification 


Summary of Personal Services 


Total number of permanent positions_.__.........-.........-- 


Full-time equivalent of all other positions 
Average number of all employees. --_____- Se here ae 
Number of employees at end of year 


Average salaries and grades: 

General schedule grades: 
Average salary 
Average grade 


Personal service obligations: 
Permanent positions 
Positions other than permanent__..........._._- eee ae 
Regular pay in excess of 52-week base 
Payment above basic rates 


Total personal service obligations 


Direct Obligations 
ee ic iatnmueunbenl 
Travel 
Transportation Sree deiieternnpriciniwonion site 
Communication services 
Rents and utility services_- 

Printing and reproduction: 
Currency - ------ ssiacaeitabad air doa ahs Spite let et sirable 
Other_.- 
Other contractual services ___- : 
Services performed by Federal Reserve banks- 
I tra ee ee al 
Equipment 


Refunds, awards, and indemnities.._.._..-_-----.-------_- 


Taxes and assessments 
Total direct obligations 
Obligations Payable Out of Reimbursements 


Personal services ___- : 

a a nia nihintn eaninhin winnie @uaeras 
Comemuntontion gerviers.. -...... ioc ce cece ce 
ene CE OO 2S) 1 12, cullen wekdisleinbineh eine 
Printing and reproduction 

Other contractual services - - 

Supplies and materials__-- 

Equipment 


Taxes and assessments..........-------------------------- | 
| 
Total obligations payable out of reimbursements__---- ibe 


ER cs. o: <acccnbemandiahbduebonssaeeecenee 


1954 actual 


| 1955 estimate | 1956 estimate 














| 


| 4,434, 254 


4, 007, 483 
1, 499 
332, 158 
42, 058 
302, 957 


12, 024, 161 
78, 171 

80, 313 
353, 378 
101, 294 
32, 991 

1, 180 

2, 709 


17, 360, 352 


6, 283 
3, 088 
11, 576 
4, 234 
21, 973 
4, 545 
4, 702 
206 


483, 378 | 


426, 77 


4, 350, 000 | 


3, 925, 000 
4, 950 
297, 800 
51, 700 
316, 800 


10, 232, 000 





15, 500, 000 


roBSerbwah 
| gg5eg2882 


477, 000 | 


$4, 326, 750 
5, 500 

16, 900 

850 


4, 350, 000 


3, 925, 000 
4, 950 
297, 800 
51, 700 
316, 800 


10, 232, 000 
82, 300 

48, 200 
391, 000 
127, 300 

19, 500 

1, 500 

1, 950 


425, 000 
4, 600 
2, 900 

11, 800 
3, 600 
20, 300 
6, 150 
2, 000 
150 


476, 500 





17, 843, 730 


Analysis of expenditures 
(Balances for June 30, 1954, are as certified under sec. 1311, Public Law 663) 


Obligated balance brought forward 
Obligations incurred during the year 


Adjustment in obligations of prior years--.--........--------- 


Reimbursements 
Obligated balance carried forward 


Ge SD ais boa e cee eunscdesseancteostassia 


Expenditures are distributed as follows: 
Out of current authorizations _ _- 
Out of prior authorizations 


| 


Si Benes 


$1, 651, 933 
17, 187, 319 


18, 839, 252 

—16, 819 

— 483, 378 
— 286, 159 


15, 976, 000 | 


$286, 159 
15, 976, 000 


16, 262, 159 | 


15, 976, 500 


| | 
| 1954 actual | 1955 estimate | 1956 estimate 


$354, 000 
15, 976, 500 


—476, 500 
—374, 000 





18, 052, 896 


16, 417, 87 





1, 635, 022 
| 


15, 431, 159 


15, 146, 000 | 
285, 159 


15, 480, 000 


15, 127, 000 
353, 000 





397 


. Gary. The committee will come to order. We will take up 
ge ‘ae the request of the Office of the Treasurer. We are 
delighted to have Mrs. Ivy Baker Priest, Treasurer of the United 
States with us, and we will be glad to hear from you at this time, 
Mrs. Priest. 


GENERAL STATEMENT 


Mrs. Priest. Thank you. Mr. Chairman and members of the com- 
mittee, I appreciate the opportunity of coming before you today to 
present our estimated budgetary requirements for the fiscal year 1956. 


FUNCTIONS 


While the Treasurer is of course responsible for the many billions 
of dollars in the general fund of the Treasury, currency reserves, 
and other monetary assets, our most important operational function 
is to provide banking facilities for the entire Federal Government. 
In addition to maintaining the accounts of the thousands of Govern- 
ment disbursing officers, which involves the payment of more than 
300 million Government checks annually, all claims arising in con- 
nection with the issuance or payment of these checks are completely 
processed by this office. Responsibility for the issuance and retire- 
ment of approximately 1.3 billion pieces of currency each year to 
supply the banking and rade demands of the Nation, and the pay- 
ment of principal and interest on the public debt, are also the 
Treasurer’s responsibility. 

The functions of this office are strictly of a service nature with 
very little, if any, opportunity to control either the volume of serv- 
ices Which must be furnished or the time limitation imposed upon 
the accomplishment thereof. While we do not have any branch 
or field offices, prompt and efficient banking facilities are provided 
to Government offices everywhere by utilizing the Federal Reserve 
banks, acting in the capacity as agents and under the supervision 
of the Treasurer, in the performance of certain fiscal operations. 
The procedures followed by the banks in the performance of these 
operations are essentially the same as in our own office. 


BUDGET PROGRAM 


The Treasurer’s 1956 budget presentation requests an appropriation 
of $15,500,000. Actual requirements from appropriated funds to 
perform similar functions in 1954 totaled $17,360,000. Funds now 
available for the current fiscal year total $15,499,000. There is every 
indication that the volume of service requirements in 1956 will ma- 
terially increase over 1955 in practically all functions. It is indicated 
that the volume of check payments will increase 7 million in 1955 
over 1954 and 11 million in 1956 over 1955. The major portion of 
this increase is in social-security payments. However, this office, in 
an all-out effort to hold its budget: ary requirements to the absolute 
minimum for 1956, is presenting a budget which not only contem- 
plates the absorption of approximately ‘$75 000 for the payment of 
compulsory within- grade promotions, the bureau’s contribution 
under the employees’ insurance program, and requirements under 
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the fringe-benefits law, but indicated requirements for 1956 have 
been reduced an estimated $184,000 in contemplation of being able 
to postpone certain phases of our operations relating to the process- 
ing of checks, deposits, and claims until fiscal year 1957. The actual 
check- -payment operations, including the face examination of checks, 
the proving of amounts claimed by presenting banks, and the posting 
to disbursing officers’ accounts, are governed by strict time limitations 
imposed by ‘law, and backlogging « or postponement of these opera- 
tions would result in heavy monetary loss to the Government. The 
sorting, stating, and balancing operations performed subsequent to 
the actual payment of the checks can be postponed or backlogged; 
however, this will increase our cost of searching for checks related 
to claims cases and will delay the final audit and reconciliation of 
disbursing officers’ accounts by the General Accounting Office. If 
the absorption of the additional costs and the accumulation of back- 
logs puts the Treasurer’s office in such a position that the efficiency 
of the bureau’s operations is too seriously impaired, it may be neces- 
sary to present an appeal for supplemental funds. 


UNITED STATES PAPER CURRENCY 


In excess of $10 million or 66 percent of the total funds requested 
for the Treasurer’s office represents requirements to purchase United 
States paper currency from the Bureau of Engraving and Printing. 
Budgetary requirements for this purpose are entirely dependent upon 
the demand for currency, which demand is not subject to administra- 
tive control. The funds requested for this purpose for 1956 will not 
provide for complete replacement of the estimated normal volume of 


currency issued and will therefore result in a reduction in reserve stock 
by the end of the fiscal year 1956 as indicated by our justification. 


CHECK CLAIMS 


As we pointed out to this committee during our last hearings, claims 
on all types of checks are now completely processed by this office. 
Under an additional delegation of authority from the Comptroller 
General of the United States, letter B-45109, dated October 1, 1953, 
all claims involving checks which have been paid, now are processed, 
unless otherwise specifically provided by law, from inception to final 
conclusion by this office. Since the transfer of this work from the 
General Accounting Office was received subsequent to the submission 
of the 1955 budget, and no previous experience of the workload in- 
volved could be estimated, it was hoped that the new functions could 
be absorbed within available funds. During the past year, the number 
of paid check cases has increased 47 percent. Personnel requirements 
for the overall claims operation increased from an average of 230 
employees on June 30, 1953, to 255 as of June 30, 1954. Moreover, the 
indicated increase in checkload for 1955 and the further i increases in 
1956 is practically all in those accounts from which we receive the 
greatest number of claims in proportion to the number of checks paid. 
thereby increasing budgetary requirements for this operation. 
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CONVERSION OF CHECKS TO CARD FORM 


Approximately 87 percent of all paper checks are issued by the De- 
fense and Post Office Departments. While the total checkload of 
these activities is indicated to be practically the same in 1956 as in 
1952, approximately 43 percent of the disbursements previously paid 
in the form of paper checks have over this period been converted to 
card checks. This has been accomplished through the combined efforts 
of the Bureau of the Budget, the General Accounting Office, and the 
Treasury Department on a continuing program. 


OTHER INCREASED WORKLOAD 


There is every indication that the workload of our Securities Divi- 
sion will increase from 10 to 14 percent in 1956 over 1954 actual and 
that which may be accomplished from funds available in 1955 due to 
the activity in the payment or reissue of savings bonds and the hand- 
ling of claims and correspondence incident thereto. However, the 
budget presented herewith does not provide any increase in funds for 
this activity in the hope that the additional cost will be met through 
savings not foreseeable at this time from management improvements. 


EXPANSION OF COST ACCOUNTING 


In a move designed to develop better management facilities, as well 
as to enable preparation of a better budget presentation, a small cost 
accounting staff has been set up directly attached to the Budget and 
Management Office ; the duties of this staff will be to conduct studies 
in all areas of the treasurer’s operations to determine those functions 
susceptible to the application of cost analysis. As a result of this 
action, we have already been able to segregate the cost of processing 
the claims relating to lost, stolen, or fraudulently endorsed checks from 
the check payment and “other operations heretofore treated as one 
activity, for budgetary purposes, and the cost thereof included in one 
overall unit cost based on the number of checks paid. I have been 
assured that we will have progressed sufficiently in this project to 
enable our 1957 budget estimates to be prepared to reflect requirements 
for processing claims independent of all check payment functions and 
thus aid materially in clarification of requirements for specific opera- 
tions. While it is realized that there are many functions of the office 
that are not subject to a practical application of cost ascertainment on 
a unit basis, experience gained thus far clearly indicates the possibili- 
ties for further management improvements and savings from these 
studies. 

I can asure you that my office will continue to make every effort to 
develop more ‘economical and efficient procedures and render better 
services to Government entities, financial institutions and the public. 


Thank you, gentlemen. 
Mr. Gary. Thank you, Mrs. Priest. 


BUDGET JUSTIFICATION DATA 


We will insert in the record at this point pages 98 and 102 of the 
justifications, and the workload tables on pages 105, 107, 108, and 109. 


58681—55———26 ° 
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(The matter referred to is as follows: ) 
SALARIES AND EXPENSES, OFFICE OF THE TREASURER 
Analysis of appropriation base for fiscal year 1956 


Regular appropriation, 1955 act 
Supplemental appropriation for 1955 


Total appropriation, 1955 


Appropriation base for 1956 
Increase over appropriation for 1956 


Appropriation estimate for 1956 
Increase or decrease from total appropriation, 1955 


Comparison of appropriation base with appropriation estimate for 1956 


| 
Appropriation base Appropriation esti- 
for 1956 mate for 1956 Increase or decrease 


Activity | |- 
Average | 
| positions | 


' 
Average 
| positions 


Average 


Amount oad 
positions 


Amount Amount 


. Processing checks, deposits and | | | 
claims : 733 | $3, 282, 800 $3, 282, 800 
. General banking services 77 336, 600 336, 600 
. Retirement of currency. 58 | 642, 700 58 | 643, 700 
. Maintenance of treasurer’s ac- | 
counts _ - _- : 83 375, 600 | 8 375, 600 
5. Payment and custody of secu- | | 
OE ie ak . 63 | 264, 100 | BORE ho < chu dusacle ds 
5. Procurement and transportation | 
of United States currency _- => 10, 496, 000 |______ | 10,496,000 |_- 
. Executive direction 5 | 101, 200 | | 101, 200 |_ 


Total, appropriation 1955, and | 


appropriation estimate for 
Sd SL tadencuusiede= al , 029 | 15, 499, 000 1,029 15, 500, 000 
| | | 


| 
eapse eins 
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Activity No 1—Processinc Cuecks, Deposits aND CLAIMS 
Comparative statement of check volume, fiscal years 1952-56 


{In thousands] 


| Actual, Actual, Actual, ae | Estimate, 
Account | fiscal year | fiseal year | fiscal year fiscal ~~ | fiscal year 
1952 : 1954 ~a | 1956 


1955 


18 


Commerce Department ‘ies 50 | 46 | 46 
) 180 


‘ommodity Credit Corpors ation ’ 116 | 212 20 
epartment of Defense: | 
Department of the Air Force 17, 689 20,071 5 | 19, 250 | 19, 250 
Department of the Army-.. 37, 392 39, 169 d 121 34, 462 | 32, 713 
Department of the Navy 35, 366 36, 999 35, 824 35, 400 35, 400 
District of Columbia__.._____- se alk By 788 922 | 1,020 1,005 
Federal Deposit Insurance Corporation. i. : 44 41 | 48 47 
Feder 11 National Mortgage Association---- i 47 32 | 85 75 
nterior Department 32 300 | 308 | 320 320 
| idiciary 24 244 250 | 248 283 
Justice Department ¢ 195 | 191 | 192 192 
Legislative _- --- . bamwwinese ttwee 6 | 170 154 | 184 184 
Post Office Department: | 
Postmasters and service... __- : ¢ 9, 773 | . 792 10, 900 900 
Surplus money orders. -..--___- . 5 337 322 400 350 
Railroad Retirement Board. 5 ne , 769 6, 720 046 
Reconstruction Finance Corporation. ._. f ‘ ot RES 
State De Darah taal ed 356 328 294 322 328 
Tennessee Valley Authority __- : ae 35 | , 062 1, 020 900 
Treasury Department__..____- : sith { | 204, 860 | 213, 994 215, 738 228, 160 
MisdeRQRGHilt« scuacdtidsdmednnensccmsmnns 2 | 857 | 662 112 122 








Grand total 305, 362 315, 309 d 202 | 326, 667 337, 503 
s trarebeeOOG TU soca cececncccecasecd 9, 915 | 11, 072 | .370 11, 386 11, 480 





Total, appropriated funds 295, 447 | 304, 237 | 308, 832 | 315, 231 326, 023 





Payable in Washington: 
58, 263 55, 563 3, 032 35, 461 $2, 775 

t wa a batten 19, 74] 21, 302 , 592 21, 183 21, 211 
Payé sble te ee ee 227, 358 | 238, 444 55, 578 270, 023 283, 517 














Grand total 305, 362 315, 309 320, 202 326, 667 337, £03 


Paper currency in circulation 


All types s and Cenominations : 
June 30, 198 $27, 348, 246, 42: 
June 30, 195 28, 359, 077, 139 
June 28, 126, 750, 328 


Statement of workload 


[Thousands of pieces] 





| 1954 actual | 1955 estimate | 1956 estimate 





United States currency retired: 
Federal Reserve banks...................-.- ee ee 1, 278, 342 | 1, 300, 000 | 1, 303, 000 
Received from local banks. - ‘ cade 31, 158 34, 000 | 34, 000 
rederal Reserve currency retired: | ° 
Received from Federal Reserve banks. -------- : oo 562, 552 550, 000 | 550, 000 
Received from local banks_ eee aan } 9, 107 | 10, 000 10, 000 
Fit notes delivered to cashier for reissue______- eee st 33, 045 34, 000 34, 000 
‘umber of mutilated currency cases received... - sedeke 44 45 45 
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Comparative statement of public debt outstanding as of June 30 


{In millions of dollars] 


Treasury bonds 

Savings bonds 

Depositary bonds 
Treasury notes- 
Certificates of indebted: ess 
Treasury bills. - 

Special and miscellaneous 


3, 533 


Total ), 652 


, 853 


93, 408 
57, 572 
319 
57, 609 
30, 177 | 
| 13, 614 
1, 358 


| 254, 057 


258, 091 | 


1952 


89, 708 
57, 685 
373 
40, 217 
51, 521 | 
17, 219 
L, 368 | 


50, 
41, 
19, 


Statement of workload on measurable operations 


United States savings bonds: 
Payments ose 
Reissues - 
Safekeeping (pieces) 
Misce llaneous public debt and other ‘securities: 
Bond payments. --- 
Safekeeping (pieces) (collateral and custody accounts) . 


Actual, 1954 


63, 000 
34, 500 
127, 000 


257, 000 
26, 000 


{In thousands of notes] 


Currency requirements: 
Outstanding July 1_-- 
Issues-__- 


Total. 
Retirements _ - 


Outstanding June 30- 
‘Treasurer’s reserve stock: 


On hand July 1 
Receipts_- 


| 
| 
“| 
| 


Total available___- 
Issues._-_- 


On hand June 30_.....-__..-- 
| 


1 Includes 114 million notes requisitioned for amie in 1953. 


1954 actual 


Estimate, 
1955 


1953 


94, 
57, 886 | 


1,781 | 


266, 


1954 


513 | 93, 323 
5S, 189 
41) 
5O, 700 
47, Ole 
19, 554 
2 » M45 


447 
24 
525 
707 


123 | 971, 34 


| 
J 


| 
| Estimate, 


70, 000 | 


38, 000 | 
130, 000 


270, 000 


28, 000 | 


1955 
estimated 


43, 000 
140, 000 


280, 000 
30, 000 


1956 
estimated 


1, 685, 022 
1, 300, 000 





2, 
1216, 322 


2, 985, 022 
1, 300, 000 





1, 685, > O22 


1, 685, 022 





567, 860 | 
1 1, 488, 676 | 


2, 056, 536 


1, 220, 844 | 


1, 300, 000, 


759, 688 

1, 235, 402 

1, 995, 090 
1, 300, 000 





835, 692 


759, 688 


PRESENT CONDITION OF CURRENCY 


695 ), 09 





Mr. Gary. Mrs. Priest, what is the present condition of the cur- 


rency ¢ 
Mrs. Priest. 


The currency in some parts of the country is probably 


being used a little longer than it should be used, but in this area the 


currency is not being used as long as it could be used. 


We are at- 


tempting now to try to get the banks in this area accustomed to using 


their currency a little longer 


redemption and reissue when it could be used longer. 
Mr. Gary. I have just received information that some of the cur- 
rency in the West is in pretty bad condition. 


as so much of it is being sent) in for 





75, 000 
43, 000 
140, 000 


280, 000 
30, 000 


rated 


685, 022 
300, 000 
985, 022 
300, 000 


685, 022 


759, 688 
235, 402 
995, 0% 
300, 000 


695, 0% 
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Mrs. Prrest. That is very true, Mr. Chairman. In fact, I have a 
sample in my purse that I was showing to the boys this morning, 
which is one of the better pieces. 


DETERMINATION AS TO DESTRUCTION OF USED CURRENCY 


Mr. Gary. Who determines when the used currency shall be de- 
stroyed ? 

Mrs. Priest. The Federal Reserve banks of the area usually do that, 
the Federal Reserve banks serving the particular area and, of course, 
vou know we have instituted a new procedure of having the currency 
destroyed in the Federal Reserve banks where they redeem it. 

Mr. Gary. Yes, I know you have, but who determines when the 
worn currency shall be taken off the market and shall be destroyed ? 

Mr. Dootan. The Federal Reserve banks. That is done on a stand- 


| ard of fitness which has been furnished by the Treasury to be applied 


when currency is soiled, dirty, and torn, and things like that to get it 
out of circulation. 

Mrs. Priest. The rules are general, and they have to use their own 
judgment about it in many instances. 

Mr. Doonan. I might say, Mr. Chairman, that there is no reason 
why the banks cannot have all the new currency they want to have. 
We have an ample supply, and it is their determination as to how 
close they follow the standard of fitness. 

Mr. Gary. What part do the bank tellers play in the question of 
destroying currency ¢ 

Mr. Doouan. It is done in the cash departments of the Federal Re- 
serve banks. Each individual counter in counting money has two 
piles of currency, the unfit and the fit currency. 

Mr. Gary. Take an ordinary bank, not a Federal Reserve bank, if 
a teller runs across some torn money, or money that he thinks should 
be taken out of circulation, does he not lay that aside? 

Mr. Doonan. Yes, he lays that aside, but it is still up to the Federal 
Reserve bank to make the final decision. They will turn that currency 
in, the Federal Reserve bank will count those notes which he says are 
unfit, and make a final determination as to whether or not they are 
fit or unfit, so that the tellers in the commercial banks do not control 
as to when money is to be destroyed. 

Mr. Funk. They can put unfit money back into circulation if they 
so decide. 

Mr. Dootan. If they decide to put it back into circulation, the Fed- 
eral Reserve bank of course has no control. 

Mrs. Priest. If they do not send it into the Federal Reserve bank, 
the commercial banks can send it out again, even if it is pretty bad 
looking money. 

Mr. Gary. To what extent is money that is deemed to be unfit by 
the various banks returned to them by the Federal Reserve banks? 

Mr. Funk. That is segregated when it is received by the Federal 
Reserve bank as to fit or unfit currency. Even though the member 
bank may have sent it in as unfit currency it will again be sorted by 
the Federal Reserve bank, and if they deem any of it fit currency it 
will be reissued for use again. 

Mr. Gary. To what extent is that done? 
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Mrs. Priest. That would be pretty hard to get at, as there are s» 
many banks involved. 

Mr. Funk. We have reports from some of the banks stating that 
only 15 percent of all the currency received from member banks is fit 
for further circulation. 

Mr. Gary. The reason I am asking these questions is because I had 
some information this morning to the effect that the Treasury ha; 
been returning so much of this currency to the banks which the banks 
had considered unfit that it had rather discouraged the banks from 
sending in unfit money for destruction, Is there anything to that 
contention ? 

Mrs. Priest. Has that been recently, Mr. Chairman? 

Mr. Dootan. Are you talking about the Washington area? 

Mr. Gary. No. 

Mr. Dootan. Are you talking about the country as a whole? 

Mr. Gary. Yes. 

Mrs. Priest. In the Washington area we were trying to tighten up 
a little bit because they were actually turning in money that was very 
good. We thought that there might be a savings there if they used it 
longer. Certainly, in comparison with money that is being used in 
other parts of the country, very definitely it was very usable ¢ currency, 

Mr. Gary. My question is not a criticism, but I am trying to ascer- 
tain the facts. This complaint was made to me this morning, and | 
want an answer to it. That is the reason I am asking what percentage 
of the currency that the banks determine unfit is returned to them for 
recirculation. 

Mr. Dootan. I would like to make one point on that, Mr. Chair- 
man. Of course, many banks in this area have the right to send back 
to us not only unfit money, but to make deposits of fit money. They 
wind up the day with more cash on hand than they want, and they 
will bring it over to us, even though it is fit currency, to ’ get it out 
of their cash. When they bring in cash they bring not only what 
they deem to be unfit, but also cash which is fit for further circulation. 
About half of the money out of all the money coming is money 
which is fit for further circulation. We would like to discourage the 
banks from bringing to us money which is fit for further circulation. 
We would rather see them keep it than to give us the job of count- 
ing it and strapping it and getting it back again. 

Mr. Gary. But they do send in money separate and apart from that 
which they consider unfit for circulation ? 

Mr. Dooian. Yes. 

Mr. Gary. Do you have any idea at all as to what percentage of 
the maney that they consider unfit is returned to them for recircula- 
tion ¢ 

Mr. Dooran. I could get that and put it in the record if you want 
it, Mr. Chairman. I could only give you that for the Washington 
area. 

Mr. Gary. For the rest of the country it is handled by the Federal 
Reserve banks? 

Mr. Dootan. That is right. 

Mr. Gary. Here it is handled by the Treasurer ? 

Mr. Dooian. We handle it for the local banks in Washington. 
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DESTRUCTION OF UNITED STATES CURRENCY BY FEDERAL RESERVE BANKS 


Mr. Gary. How is the new plan of permitting the Federal Reserve 
banks to destroy the currency working out ? 

Mr. Dootan. We think it is working out very smoothly. We have 
all the bugs out of the system and, in our opinion, it is working very, 
very well. 

Mr. Gary. What are you saving by it? 

Mr. Dootan. We have some figures on that. When you say savings, 
shall we say savings on a comparable basis? When we did the job 
here in Washington we counted 100 percent of all the currency. When 
it was put out into the field we changed the basis and permitted the 
banks to count not less than 5 percent of the $1 bills. When we put 
the job into the field it gave us a different basis altogether. 

If your question relates to what we were saving if we were doing 
the job here in Washington, and only counting 5 percent of the $1 
bills, I believe we put into the record at the last hearing that we esti- 
inated there were savings of about $290,000, most of which cost was 
involved in shipping the currency from all these banks to Washington. 

Mr. Gary. You put that in as an estimate. Now I want to know 
what the actual figures are. 

Mr. Dootan. I might say the best we can give is an estimate 
of what. it would have cost us had we done it on a 5-percent basis. 
All we can do is estimate because we never did it on the same basis, 
but I think that was a very good figure. 

Mr. Gary. What are your total savings from the change? 

Mr. Dootan. I believe when we put this job in the banks it reduced 
the Bureau of the Public Debt appropriation $737,000, and we reduced 
ours $200,000 for shipping. 

Mr. Gary. So, it is approximately $1 million? 

Mr. Funk. Yes, very close to $1 million at that time. 

Mr. Gary. What is it costing now? 

Mr. Dootan. About $390,000. 

Mr. Gary. So, there is a saving of approximately $600,000? 

Mr. Dootan. Appropriationwise; yes, sir. 


DESTRUCTION OF FEDERAL RESERVE BANKNOTES 


Mr. Gary. Why is it that you permit Federal Reserve banks to 
(estroy only currency, and do not permit them to destroy. their own 
banknotes ¢ 

Mr. Dootan. When our committee first started to study this pro- 
gram we had a representative on the committee from the Comptroller 
of the Currency. It is his responsibility to destroy Federal Reserve 
currency. 

We “om our way clear—that is, we did not think that we had any 
roadblocks legislativewise—and we went ahead with ours. 

The Comptroller of the Currency, after submitting it to counsel, 
got an opinion that destruction of Federal Reserve currency would 
require legislation. 

At the present moment the matter has been submitted to the Fed- 
eral Reserve Board by the Treasury for consideration. It is under 
active consideration now, and I think the Treasury wants to get their 
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opinion and might expect them to sponsor legislation, if it is necessary, 

Mr. Gary. There is no reason why you could not save on that 
process, too; is there? 

Mr. Dooran. I think it is safe to assume that they will make out 
like we did, and save at least the shipping cost involved in shipping 
the currency here. Their volume is nothing like ours. All of the 
volume in pieces comes out of our $1 bills. I believe they ship in 
about 500 million pieces a year and pay the shipping costs on that. 

Of course, the cost of destroying Federal currency 1s borne by the 
banks. Thev pay for all of the cost involved in that. It is nota 
Government expense. It is a Federal Reserve cost. Whatever work 
we do and that the Comptroller does on it is paid for entirely by the 
Federal Reserve banks. 

Mr. Gary. But if vou can make a saving it reduces the banks’ pay- 
ments. I understand you have that under consideration. 

Mr. Doonan. Yes: very active consideration. 

Mr. Gary. I hope you can work out something on it. I have been 
advised that it could be a very substantial saving. 

Mrs. Priest, it appears from page 98 of the justifications, which has 
been inserted in the record, that you are asking for $1,000 more this 
year than was appropriated last year. 

I noticed in your opening statement that you referred to the fact 
that you are having difficulty living within your appropriations of 
last year, but the fact is that your requests last year were cut. only 
$101,000 on a $15 million estimate, which was a very small percentage 
of reduction in appropriation. 

Mrs. Priest. Yes, sir. 


INCREASED VOLUME OF CHECK PAYMENTS 


Mr. Gary. You referred, in discussing the matter of check payments, 
to the increase in volume. 

Mrs. Priest. Yes; that is due to the increase in social security, the 
broader coverage. 

Mr. Gary. That came about through increasing the coverage of 
social security ? 

Mrs. Priest. That is right. 

Mr. Gary. You said, as well as I recall, that the larger portion of 
your volume came from the broader coverage of social security. 

Mrs. Priest. Yes; that is right. 

Mr. Funk. Their load is jumping, Mr. Chairman, from actual pay- 
ments in 1954 of 68,600,000 checks to an estimated 78,700,000 in 1955 
and to 90,600,000 in 1956. 

Mr. Gary. Are you doing this on paper or on cards? 

Mr. Funk. They are all cards. 


INCREASE IN FRAUD CASES 


Mr. Gary. And you have more fraud in connection with these-cheeks 
than you do in almost any others, do you not ? 

Mrs. Priest. I do not know about that. 

Mr. Funx. During the month of January, 21 percent of our claims 
cases resulted from social security checks, 
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Mr. Dooxan. I think it is fair to say, too, that we get more fraud 
cases from any type of checks we mail as against the type of check 
that we personally hand out. Much of the fraud is where people raid 
mail boxes and take checks which are in the process of being delivered 
by mail. I would not want to say we get more fraud from socjal 
security eo than any other type of mailed checks. 

Mr. Gary. I do not mean fraud on the part of the people receiving 
benefits. This is what I had in mind: Those checks are broadly dis- 
tributed and more people go into mail boxes and steal them and forge 
them % 

Mrs. Priest. That is right. 

Mr. Gary. That is what I had reference to, with no reflection at 
all on the social security beneficiaries. 

Mr. Dooxan. I did not want to give the idea that there was any 
more fraud in social security checks as against refunds in income tax, 
for example, or any other checks which are mailed. 

Mr. Gary. Mr. Braughman, Chief of the Secret Service, told us 
that they had a very large increase in volume in their work because of 
the irierease in volume “of those checks, because they are generally 
distributed and mailed, as you say, to the individual holders, and 
there is more opportunity for people to steal them and forge them. 

Mrs. Priest. That is right. 


REPLACEMENT OF CURRENCY 


Mr. Gary. In your statement you refer to the fact that the 1956 
estimate does not provide for the complete replacement of the esti- 
mated normal volume of currency. 

Mrs. Priest. Mr. Doolan would like to discuss that. He can give 
you the basis for that, Mr. Chairman, better than I can. 

Mr. Dootan. We do not feel the moneys that we are asking for for 
1956 will give us a sufficient number of pieces to replace the number 
that we will be forced to retire. The end result will be that we will 
have to eat into our present reserve. 


RESERVE STOCK OF CURRENCY 


Mrs. Priest. I want you to tell Mr. Gary a little bit about the pres- 
ent reserve, giving the basis for it. 

Mr. Gary. What do you consider a normal reserve stock, and how 
does that present reserve compare with what you consider a proper 
or normal reserve stock ¢ 

Mr. Dootan. We normally consider a 4 months’ supply as a normal 
stock of currency. Of the 2’s, the 5’s, and 10’s, we have a normal 
supply. On our $1 bills we have about a 7 months’ supply, 3 months 
over and above the normal supply. 

Mr. Gary. You could stand a little cutting on that, then. 

Mr. Dootan. May I go off the record on this just a moment, if you 
do not mind ? 

Mr. Gary. Yes. 

(Diseussion off the record.) 
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GREATER ISSUES AND RETIREMENTS OF CURRENCY EXPECTED 


Mr. Gary. What is the basis for your estimates that you will have 
greater issues and retirements of currency in 1955 and 1956 than in 
19: 4? . 
Mr. Dootan. You mean how do we arrive at that estimate? 
Mr. Gary. What is the basis for your estimate that you will have 
greater issues and retirements in 1955 and 1956 than you had in 1954! 
Mr. Dootan. That is based on past experience, on what they have 
been destroying and what we have been issuing. 
Mr. Gary. Is there any particular reason to expect an increase ? 
Mr. Funk. It isa projection of the latest actual figures that we have 
railable. In other words, the trend indicates that increase. 
Mr. Gary. It is a normal increase; is it ? 
Mr. Funk. Yes; thatisright. It is just the projection of the latest 
actual figures that we have available. 
Mr. Gary. Could you give us a comparative table covering 10 years 
on issues and retirements of currencies ? 
Mr. Funk. Yes, sir; by pieces? 
Mr. Gary. Yes; by pieces covering a 10-year period. 
Mr. Funk. That is United States currency ? our own currency only! 
Mr. Gary. Yes. 
(The matter referred to is as follows:) 


United States paper currency issued and retired over 10-year period, fiscal year 
1944-54 


New, issued | New, issued 


Fiscal year iby Treasurer, | by Treasurer, 
United States) United States| 
| 


971, 220 910, 156 Dee ok ode tuk -e2eet 1, 326, 668 1, 336, 598 
951, 120 911, 925 } 1, 379, 904 1, 249, 460 
, 121, 816 | , 048, 489 || 1952_- cede Shales 1, 334, 320 | 1, 273, 539 
1 
1 


Currency 
redeemed 


Currency 
redeemed 


"179, 920 | 212, 312 Os 1, 341, 828 | ” 304, 325 
, 231, 962 | "201, 745 : 1, 220, 844 | "216, 321 
301; 456 " O86, 528 


(Norr.—See t table on p. 415 ) for trend of issue requirements. ) 


AVERAGE ANNUAL COST OF PRINTING UNITED STATES CURRENCY 


Mr. Passman. Mrs. Priest, what is the average annual cost of 
printing United States currency ? 

Mrs. Priest. Mr. Pagliai, do you have the cost on that? 

Mr. Paeutat. I have it since we started paying for it. 

Mr. Passman. Give it for the last year you have it. 

Mr. Paeutat. In 1954 it was $8.74 per thousand pieces. 

Mr. Passman. What was the total cost ? 

Mr. Pacuiat. We spent over $12 million in the fiscal year 1954 
for currency. 

Mr. Passman. Over $12 million in 1954 for currency ? 

Mr. Paeuiat. Yes; at an average unit cost of $8.74 per thousand. 

Mr. Passman. When you issue this currency to Federal Reserve 
banks is there any charge made for it ? 

Mr. Paetiat. No, sir. 

Mr. Passman. In other words, it is paid for from direct appro- 
priation ? 
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Mr. Pacuiat. Yes, sir. We reimburse the Bureau of Engraving 
nd Printing for it. 


COST OF DESTROYING CURRENCY 


Mr. Passman. You stated a moment ago that in destroying cur- 
rency it was paid for by the Federal Reserve System. Is this charge 
passed on to your State banks and national banks? 

Mr. Funk. No; it is all paid by the Federal Reserve banks. 

Mr. Dootan. We pay the Federal Reserve banks for destroying 
United States currency. 

Mr. Passman. And that charge is not passed on to any of the mem- 
ver banks of the Federal Reserve System, national or State banks? 

Mr. Dootan. I would say “No.” 

Mr. Passman. Then any saving would be a direct saving to the 
Federal Government, would it not, because the Federal Reserve banks 
ure controlled by the Government ? 

Mr. Dootan. Inasmuch as we receive 90 percent of their earnings 
we would get 90 percent of it. 

Mr. Passman. So it would be a saving to the Government ? 

Mr. Dootan. Indirectly. 

Mr. Passman. In most foreign countries they keep currency in 
circulation so long that many times it is impossible to identify the 
(enomination, and in some instances you have to ask the person giving 
you the currency what denomination a bill represents. 

| am just wondering whether we are not just a little too liberal in 
permitting our banks to return currency that is still usable, inasmuch 
is we are interested in economy. I think Mr. Gary brought out that 
i many instances you do return currency to the Federal Reserve Sys- 
tem when it can still be used. 

Mr. Dootan. Weare trying to do that in this area. This is one 
rea Where money has been turned in where it is fit money and could be 
kept in circulation a great deal longer. 

Mrs. Priest. In this area, particularly, we are trying to have the 
ioney in cireulation more in line with the way it circulates in the rest 
of the country. 


CURRENCY LOST, BURNED, AND DESTROYED 


Mr. Passman. Mrs. Priest, I asked this question last year, and I do 
not know whether the figure was ever placed in the record. Have you 
ever attempted to estimate the amount of currency that has been lost, 
burned, or destroyed since we have had our currency system ? 

Mrs. Prmsr. I do not know about that, Mr. Passman. 

Mr. Dootan. There is no way of doing it. 

Mr, Passman. There is no way of estimating the amount of cur- 
rency that has been lost, burned, or destroyed ¢ 

Mr. Dootan. No, sir; there is not. 

Mr. Passman. You have never attempted to estimate the amount 
hat has been lost or destroyed ? 

Mr. Doo.an. There is no approach to that sort of a problem. 

Mrs. Prresr. For instance, money may have been hidden by people 
venerations ago, and it only comes to light when the house is torn 
own many, many years later. 


t 
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Mr. Passman. I feel it probably would be in the billions of dollars 
over a period of years. 

Mr. Dootan. Yes, it would be a very large sum. 

Mr. Passman. It is really a hidden asset of the Federal Government, 

Mr. Dootan. That is right. 


COST OF PRINTING CURRENCY 


Mr. James. Mrs. Priest, the statement has been made that the cost 
of printing currency is $8.28 per thousand pieces. Does that cost 
include the paper ¢ 

Mr. Paciiat. That is the complete cost to us to reimburse the Bureau 
of Engraving and Printing, which does include the paper, and that 
was the cost to us in the fiscal year 1954. Our budget for 1956 is at 
the rate of $8.28 per thousand. As against $8.74 in 1954. 

Mr. James. That was the price in 1954? 

Mr. Paguiar. Yes. 

Mr. James. Is the present cost due to any lower prices for the paper 
in the market, or is it due to operations efficiency ? 

Mr. Funk. It is due to improvement in operations. 

Mr. James. Solely? 

Mr. Funx. They converted to an 18-subject sheet from a 12-subject 
sheet and at first experienced quite a spoilage problem which they are 
now correcting. 

Mr. James. Off the record. 

(Discussion off the record.) 


PAYMENTS FOR PENALTY MAILINGS 


Mr. James. Mrs. Priest, I suppose you do as all other agencies do 
now, pay the Post Office Department for your mailing charges? 

Mrs. Priest. We do, yes. 

Mr. James. You have no separate item for that in your request! 

Mr. Funk. No. We are absorbing the greater part of it. We 
are absorbing it in 1955, and there are no funds included in 1956. 

Mr. James. What do you mean by no funds? 

Mr. Funk. We have not included any request therefore and are 
contemplating the absorption of it in 1956. 

Mr. James. Then if we wanted to, at some future time, we could 
not ascertain what the total cost of postage for all of the Govern- 
ment agencies might be. This program is rather new and we might 
like to be able to find out how the Post Office is making out with the 
agencies. 

Mr. Funk. We could estimate on the basis of their vouchers. We 
pay them quarterly. 

Mr. James. But you do not make any separate request for funds to 
pay mailing costs to the Post Office. 

Mr. Funk. No, not in our appropriation. 


POSSIBLE SALE OF WORN CURRENCY FOR PULP 


Mr. James. What is the method at the present time of destruction 
of wornout currency? Is it by burning or by masceration ? 
Mr. Doonan. Burning. 





ars 


nent, 


yaper 


ject 
y are 


es do 
2 


uest! 

We 
1956. 
d are 
could 
vern- 
night 
h the 

We 


1ds to 


iction 


411 


Mr. James. Burning only? 

Mr. Dootan. Yes, sir; entirely. 

Mr. James. Is it not true the more logical, cheaper, and more efli- 
cient way of destroying it might be by masceration? Has that ever 
been thought of ? 

Mr. Dootan. We only took this job over in 1953. 

Mr. James. Yes, I know. 

Mr. Dootan. But prior to that, Public Debt made several studies to 
see if it could sell it for whatever the pulp would be worth, but they 
were never successful. ‘They said the paper money had so much ink 
in it that it destroyed its value as pulp. 

Mr. James. I do not think that is quite true, because deinking de- 
vices are in common use now in the wastepaper trade. 

Mr. Dootan. They sent mutilated money to various mills in an effort 
to find out whether they could salvage any pulp from the paper money. 

Mr. James. Did they ever estimate how many tons of it they would 
have in the course of a year? 

Mr. Dootan. I do not have that available. 

Mr. James. Is it a considerable amount? 

Mr. Doonan. Yes, surely. 

Mr. James. It must be a considerable amount. 

Mr. Dootan. There are 1,300,000,000 pieces involved annually. It 
runs into many tons. 

Mr. James. There would be quite a few tons of pulp in that mess. 
Iam a little surprised to find that the reason for not marketing the 
pulp is because of the ink content of it. 

Mr. Dootan. That might not have been the sole reason. There 
might have been other reasons involved which the mill gave them, 
reasons that I am not acquainted with, but the Bureau of Public Debt 
did give us assurance that they could not get anyone to take it. 

Mr. Sreminsxkt. I think a few years ago in committee I asked a 
question about using canceled currency for byproducts; the answer 
was What has just been given, 


USE OF CANCELED CARD CHECKS FOR PULP 


I now ask another question: Do you entertain plans for using can- 


_ celed cardboard checks for byproducts? 


Mr. Dootan. We have nothing to do with that. All checks go to 
the General Accounting Office. 

Mr. Steminsk1. Where they are held for 8 years? 

Mr. Dootan. They hold them 8 years after payment. 

Mr. Stemrinskr. Is someone privileged to bid on that for pulp? 

Mr. Doonan. I believe they sell it as wastepaper. 


PROCUREMENT AND TRANSPORTATION OF UNITED STATES CURRENCY 


Mr. Sreminsx1. Under “Procurement and transportation of United 
States currency,” does transportation include things other than post- 
| age payment to the Post Office ? 

Mr. Funx. That includes only the transportation cost of the new 
currency to the Federal Reserve banks, of empty pouches between 
the banks and our office, and the transportation of the special locks 
) that are returned. It is strictly transportation. 
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OVERSEAS OPERATIONS OF FEDERAL RESERVE SYSTEM 


Mr. Sreminski. Do you know if the Federal Reserve Board has 
any operations overseas in reclaiming our currency, or do you enter 
into that picture ? 

Mr. Dootan. We do not enter into that picture, but a foreign bank 
is not permitted to be a member of the Federal Reserve System. 

Mr. Sreminskt. Yet, as have others, I have heard in the last 5 years 
that all our aid programs are geared to allowing the countries with 
whom we trade to build up dollar values. Does that mean book- 
keeping values without the currency being on the spot and in flow! 

Mrs. Priest. I do not know. 

Mr. Passman. Off the record. 

(Discussion off the record. ) 

Mr. Sremrinski. I recall as a GI in 1946 I was in Denmark and 
received a note or draft from my home bank and the Copenhagei 
Bank paid me in United States currency. 

Mr. Passman. That was an individual transaction. 

Mr. Sreminski. They had dollars on hand. 

Mr. Passman. Off the record. 

(Discussion off the record.) 

Mr. Dootan. A lot of the banks in those countries are branches of 
United States banks. 


SYMBOLS ON CURRENCY 


Mr. Sreminski. One last point. This deals probably more with 
sentiment than with appropriations, but there is a bill in the House 
hopper, I believe, by Mr. Bennett of Florida, to carry forward, what 


is on our coins, to our currency, such as “In God we trust.” Are 
you familiar with that ? 

Mrs. Priest. Yes. 

Mr. Dootan. The bill has been presented to Treasury for comment. 

Mr. Sreminskt. I believe I asked some questions a year or so ago 
whether we could get out some literature on the meaning of the sym- 
bols on our currency. I have here a letter from Mrs. Frederick Rut- 
gers, of Greenwich, Conn. She recently attended a lecture given by 
the Daughters of the American Revolution. It went into the subject 
of money symbols. The DAR handed out or referred to a booklet 
which Mrs. Rutgers sent me, written by Emmett Fox, entitled “The 
Historical Destiny of the United States,” which goes into the symbol- 
ism on our currency. The booklet was published in 1932. I have it in 
my office. For instance, on the back of our $1 bills, you have a pyra- 
mid, some Latin, a seeing eye, and various other items, all of which 
seem to be described in the booklet. Mrs. Rutgers told me it was one 
of the most enlightening and inspiring lectures she had ever attended. 
I wonder if I might send that booklet to you? 

Mrs. Priest. I would be delighted to have it. I was talking just 
recently about the emblems and symbols on the dollar bill, the Latin 
and the great pyramids and how basic they were. I would very much 
like to have the booklet. 

Mr. Sreminski. The inference of all this shows that when our Re- 
public was founded, it was founded by men of deep religious and 
spiritual sentiment ; men who believed that the spirit, though encased 
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in our bodies, could and would override the most difficult of obstacles, 
if heeded. I would like to salute the Daughters of the American 
Revolution for respecting those sentiments, and I will send this book- 
let to you. 

Mrs. Priest. I will be very glad to have it. 


POSTPONEMENT OF CERTAIN PHASES OF OPERATIONS 


Mr. Murray. In your statement, Mrs. Priest, you state that your 
requirements for 1956 have been reduced an estimated $184,000. in 
contemplation of being able to postpone certain phases of your opera- 
tions relating to the processing of checks, deposits, and claims until 
iscal year 1957. Is that correct ? 

Mrs. Priest. Yes. Mr. Funk, would you explain the basis for that ? 

Mr. Funk. We are trying to hold our budget request to the absolute 
minimum. In order to do that we looked around to see if we could 
postpone some of our operations. There are about nine operations in 
the check-payment process. Three or four of the operations, under 
the law, we are compelled to process within 24 hours, so we have to 
keep those current. Other operations, such as the sorting and listing 
of checks and the making of statements to the disbursing officer, we 
can postpone. In order to keep our budget request down we planned 
on postponing as much of that as we could. 

Mr. Murray. In postponing those operations, are you not just 
placing the burden of that expense into another fiscal period ? 

Mr. Funk. That is right. In the meantime there will be the possi- 
bility of accomplishing some management improvements which might 
reduce costs. 

Mr. Murray. Do you foresee making those management improve- 
ments ¢ 

Mr. Funk. That is the constant aim of the Treasurer’s office. 

Mr. Murray. My question is whether you can see management im- 
provements that will reduce the cost so that you can complete this 
backlog that the postponement will cause. 

Mr. Funk. Frankly, no. We cannot see them now. There are 
2 or 3 possible areas where reductions in cost might be brought about. 
The Post Office Department might increase their check-conversion 
program. ‘They have about 10 million checks a year and they are 
trying to convert the paper checks to card checks, which will help us. 

Mr. Murray. I notice also, in connection with that, Mrs. Priest, 
that it might be necessary to present an appeal for supplemental 
funds if the backlog tends to make your operation inefficient. 

Mrs. Priest. That is right. 

Mr. Murray. Do you contemplate at the present time that you will 
have to make a request for such supplemental funds ? . 

Mrs. Priest. We do not contemplate it. 

Mr. Murray. You expect that the backlog will not result in an in- 
elicient operation but that all it will do, if I am correct, is pass the 
burden of completing the task which is properly attributable to this 
fiscal year to another fiscal year? Is that right? 

Mrs. Priest. That is right. . 

Mr. Murray. Do you think it is rendering efficient service to pass 
tll expense properly attributable to this year to next year ? 
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Mrs. Priest. If there is a possibility you might effect a saving next 
year, it is worth taking that chance, I would think. 

Mr. Murray. If I were in business and had an expense that was 
attributable to this year, do you know whether the Bureau of Internal 
Revenue would permit me to put that expense as a deduction on my 
next year’s income-tax return / 

Mrs. Priest. That would depend on how you operate your business, 
That is a pretty broad question. It would depend on what part of this 
year’s operating expenses could be charged to next year. I do not think 
that is applicable here. 

Mr. MurRRAY. But you do not think the postponement will tend to 
reduce the efficiency ¢ 

Mrs. Priest. No. We are trying to do everything we can to effect 
savings in the Department, and if we can effect savings again next 
year by backlogging this work that can be backlogged, I think we 
should have an opportunity to determine that. We do not contem- 
plate it will disrupt the efficiency of our operations. 

Mr. Murray. I have been noticing in a number of the other depart- 
ments there has been an accumulation of the backlog of work, and it 
seems to me someday somebody will have to face the task of getting 
the work current, and I just wonder whether it is a sound policy to 
keep on‘backlogging work. 

Mrs. Priest. We have certain accounts that we have to keep cur- 
rent, but there are some that can well be postponed without disrupting 
the efficiency of the service at all. 

Mr. Gary. What you are saying, Mrs. Priest, is that you cannot 
operate your department on the request you have made here and per- 
form the full duties you are required to perform, so you will do what 
you have to do, and anything you can put off you will put off until an- 
other time, hoping conditions will change ? 

Mrs. Priest. You are so right. We were just hoping you would see 
it that way. 

Mr. Murray. Those are all the questions I have. Chairman Gary 
got my thought in the record. 


COST OF DESTRUCTION OF CURRENCY 


Mr. Gary. One other question: You said that this cost of destroy- 
ing the currency is paid by the banks? 
Mr. Dootan. That is Federal Reserve curt rency; not United States 


money. 
CURRENCY IN CIRCULATION 


Mr. Gary. Thank you. Weare very much obliged to you. Will you 
please insert a table showing the money in circulation by denomination 
since 1940? 

(The following table was supplied :) 
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Money in circulation 
{In millions of dollars] 
A. MONEY OUTSIDE TREASURY AND FEDERAL RESERVE BANKS 





Money 
outside 
Treasury 
and Federal 
| Reserve 
banks 


Money | 


outside 
Held by In actual ! June 30— 


Treasury y 
commercial) |; ; 
and Federal banks circulation | 


Reserve 
banks 


Held by 
commercial 
banks 


| In actual 


<tehs : : 
June 30 | circulation 


_ EAP deh Sash Pr TL -  ox srl sie 


| 
| $25, 638 


25, 266 
25, 185 
25, 776 
26, 474 
27, 369 
27, 093 


$7, 848 $1, 149 $6, 699 
9, 612 1, 108 8, 204 


$27, 903 
12, 383 1, 447 10, 936 ! 
| 


27, 493 
27, 156 
27, 809 
29, 026 
30, 125 
29, 922 


17, 421 1, 607 15, 814 
22, 504 1, 623 20, 881 

26, 746 1, 649 25, 097 || 
28, 245 1, 729 26, 516 || 
28, 297 | 1, 998 | 26, 299 || 














B. MONEY OUTSIDE TREASURY AND FEDERAL RESERVE BANKS, BY 
DENOMINATION 
| Paper currency 
| Coin (in- aaa 
End of month Tota! | = | | | $500 
| dollars) | $1 | $2 | $5 | $10 $20 | $50 $100 and 





| 
| larger 
\— ae ae See ee 


$509 | 546 | 35| 1,015] 1,791 


$7, 848 
June 1941__- 9, 612 | 681 | 625 | 41 | 1.207 . 289 
June 1942.__...| 12, 383 | 783 704 45 | 1,427| 3,099 
June 1943 17, 421 | 929 834 61} 1,793 , 565 
June 1944 22, 504 | 1, 066 | 906 72 | 2,010) 5,544 | 
June 1945._-...| 26, 746 1, 205 981 | 73 | 2,215 3, 515 | 
June 1946._....) 28,245 | 1, 300 | 998 | 67 | 2,191 5, 604 | 
June 1947.._...| 28, 297 1, 355 | 986 | 64 | 2,078 5, 289 | 
June 1948 27, 903 1,421 | 1,000 | 63 | 2,017 3, O85 
June 1949......| 27.493 | 1,459 | 1,008 61} 1,971 | 5,931 551 | 2.426 
June 1950 | 248 1,496 | 1,037 61 | 1,966 | 5,891 | 8,363 | 2,386 | 
June 1951. 27, 809 | 1,578 | 1,092 64-| 2,011 113 | 8,663 | 2,405 
June 1952 c 29, 026 | 1,678 | 1,140 68 | 2,054 3,323 | 9,187 | 2,531 | 
June 1953......| 30,125 1,766 | 1,176 69 | 2,071 3.527 | 9,635 | 2,645 | 
June 1954 29, 922 1,795 | 1,183 70 | 2,023 | 6.377) 9,550] 2,659 | 
July 1954 29, 892 1,793 | 1,174 | 70 | 2,016 , 366 | 9,564 | 2, 654 
August......-..] 20,929 | 1,800 | 1,183 70 | 2,023 , 361 | 9,578 | 2,653 
September 29, 985 1,812 1, 200 70 | 2,034 | 6,378 | 9,561 2, 648 797 
October 30, 074 1,819 | 1,212 70 | 2,049 | 6,400 | 9,568 | 2,650 794 
November. - - - 30, 500 1,836 | 1,236 71 | 2,001 | 6,523 | 9,716 | 2.677) 5,55 796 
December | 30, 509 1,834 | 1,256 71 | 2,008 6,450) 9,665 | 2,720! 5,612 | 804 


| 


767 
873 
875 
, 007 
, 422 
" 388 
. 246 
, 257 
.171 
, 112 
, 019 
938 
SSI 
849 
80S 
805 
802 


, 599 | 485 
047 607 | 
024 824 
778 | 1,195 
326 | 1,699 
193 | 2,132 | 
087 | 2, 364 | 
996 | 2, 466 


737 2, 465 


June 1940 
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Source: Federal Reserve Bulletin: Circulation Statement of United States Money. 
Office of Fiscal Assistant Secretary, Jan. 20, 1955. 


Wepnespay, Frsrvuary 9, 1955. 


BUREAU OF ENGRAVING AND PRINTING 
WITNESSES 


H. J. HOLTZCLAW, DIRECTOR 
C. E. DEERY, CHIEF, OFFICE OF BUDGET AND ACCOUNTS 


Mr. Gary. We will now consider the request of the Bureau of En- 
graving and Printing. Differing from the other bureaus, this is not 
a request for an appropriation because the Bureau of Engraving and 
Printing has been placed on a business budget and it operates out of 


58681—55——27 
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the funds paid to it by tlie various departments for the services per- 
formed for those dep: ping They have an operating fund, which 
was appropriated several years ago by the Congress , for that purpose. 

Weare delighted to w ri hia before the committee this morning Mr, 
H. J. Holtzclaw, the new Director of the Bureau of Engraving and 
Printing. Mr. Holtzclaw has risen to the top position in the Bureau 
of Engraving and Printing through the vain I think it is always 
very fortunate when you can place : at the head of a department a man 
who has come up through the ranks. I am told by the top Treasury 
officials that before Mr. Holtzclaw was appointed they looked around 
very carefully to select a proper man for the Director of the Bureau 
of Engraving and Printing, and discussed the appointment with vari- 
ous outside people who were in a position to make recommendations, 
and that the recommendations for the appointment of Mr. Holtzclaw 
were almost unanimous. 

This committee, of course, is well acquainted with Mr. Holtzclaw 
and his work and I am very glad that he was the choice for this posi- 
tion. I am certain he will give the Bureau an excellent adminis- 
tration. 

Mr. Holtzclaw, we will be very glad to hear from you at this time. 


GFENERAL STATEMENT 


Mr. Hourzctaw. Mr. Chairman, the Bureau of Engraving and 
Printing designs, manufactures, and supplies all major evidences of 
a financial character issued by the United States, It is the sole source 
of United States currency and Federal Reserve notes, United States 
bonds, and certificates of indebtedness, as well as most of the other 
evidences of a financial character issued by the Government, such 
as postage, internal revenue, customs, and savings stamps. In addi- 
tion to these and other functions, the Bureau conducts an extensive 
research and development program in order to maintain a high 
standard of quality in its products and to effect, wherever possible, 
economies and improvements in the operations under its control. 

The Bureau operates under a working capital fund of $3,250,000 
established in accordance with the provisions of Public Law 66. 
approved August 4, 1950. All work is performed on a reimbursable 
basis and business-type accounting and budget procedures are em- 
ployed. Operations for the fise al year 1954 were completed with 
a net profit of $42,737, which will be returned to the general fund 
of the Treasury as provided for im Public Law 656. 

The anticipated work programs outlined in our budget presenta- 
tion reflect a 25-percent decrease in the requirements for currency 
for the fiscal years 1955 and 1956, when compared with the fiscal 
year 1954. This decrease in currency requirements, partially offset 
by increases in the requirements for items other than currency, when 
coupled with a reduction in production costs brought about either 
by technological improvements or changes in production macthous, 
results in the Bureau having a work program for the fiscal y 
1956 at an estimated cost of $27,088,000 as compared with $27,983 39. 00 
for 1955, and $31,440,000 for 1954. 

The first phase of the Bureau’s overall modernization program was 
concluded in September 1954 when provisions were made to have all 
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currency paper shipped from the contractor in wet form in lieu 
of dry paper in order to eliminate the contractor’s drying operation 
and a subsequent rewetting operation at the Bureau prior to printing 
the currency. As outlined in previous justifications submitted to 
this committee, this phase of the modernization program also resulted 
in the printing of currency 18 subjects to the sheet instead of 12, and 
the installation of specialized automatic equipment on the printing 
presses, all of which had the effect of substantially reducing the man- 
power requirements of the Bureau for carrying out its work pro- 
srams. For example, I would like to point out that as a result of 
the completion of this phase of the modernization program, which 
was begun in April 1952, a total of 1,400 employees have been de- 
clared surplus ithe produetion of currency.” ‘Although certain oper- 
ating costs were increased during this same period, such as the grant- 
ing of wage increases to employees, the Bureau has still been able 
to decrease the unit cost rate of currency from an average of $9.93 
per thousand notes for the fiscal year 1952 to an estimated cost of 
$8.35 per thousand notes for the fiscal year 1955, which is truly indic- 
ative of the accomplishments that have been obtained through these 
technological improvements. 

In continuing to subscribe fully to the expressed policy of this com- 
mittee to bring about simplification and improvements in the opera- 
tional procedures of the Bureau which will result in savings to the 
agencies served and to the Government as a whole, the Bureau is 
currently embarking on the second phase of its modernization pro- 
gram, involving the following projects which it is anticipated will 
eventually be established as part of the standard production 


pre wedures. 


PRINTING CURRENCY 32-SUBJECTS TO A SHEET 


Comprehensive engineering studies have been initiated with respect 


sto all processes associated with the production of currency with par- 


ticular emphasis being directed toward the development of an intaglio 
press of an improved design to allow the printing, by the dry method, 
of currency 32-subjects to the sheet instead of the present 18. Such 
i press will be designed to encompass the most modern features 
known to the printing industry and will be capable of producing 
work of the same high standard of quality as that which is currently 
being produced by the wet intaglio method. Recently, arrangements 
were made with commercial firms for the loan of experimental presses 
tor use by the Bureau’s technical staff in accumulating the necessary 


§ engineering data associated with this project. Through the successful 


(evelopment of this press we feel certain that in addition to the 
economies which can accrue through increasing the number of sub- 
jects per sheet, the use of the dry method for printing securities will 
also substantially reduce the amount of spoiled work which is cur- 
rently being encountered because of the wide dimensional variations 


that are associated with the use of wet paper. 


Also, surveys are being conducted to determine the practicability 


pol creating self-contained operating units within the Bureau in whieh 
Would be installed the necessary printing presses and complementary 
(uipment required to process the currency through the various oper- 
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ations to completion. These units will be used in lieu of the present 
method of having the work flow from one operating division to 
another depending on the proeess involved. The attainment of this 
objective will not only effect further economies by the elimination of 
a great many handling operations but it will make a significant contri- 
bution to the further promotion of security in the Bureau. 

It is hoped that, as part of the Bureau’s long-range studies on 
technological improvements, the engineering data accumulated as a 
result of this project will serve as a basis for supporting a program 
leading toward the construction of presses which will complete the 
printing and processing of currency in one continuous operation. 


ROTARY PRESSES FOR POSTAGE STAMP PRODUCTION 


In recognition of the need for new rotary presses for the printing 
of postage stamps, an active experimental program was initiated 
several years ago. This program had for its primary objective the 
replacement of our present production presses which are over 40 
years old. Considerable’ engineering data was accumulated which 
has been used in preparing specifications for the construction of five 
single-color presses of improved design to be installed in fiscal year 
1956. 

Meanwhile, the Bureau has continued to use, on a three-shift pro- 
duction basis, the experimental press purchased a few years ago in 
the interest of identifying any problems which may be encountered 
under actual operating conditions. 


PRODUCTION OF UNITED STATES SAVINGS BONDS 


In December 1954 the Treasury Department authorized the print- 
ing of United States savings bonds of the $50 and $100 denominations 
wholly by the offset method. A similar policy decision was made 
almost a year ago when a permanent changeover to offset printing 
was announced in the production of the $25 denomination. The use 
of the offset method for the $50 and $100 denominations will result 
in additional savings in the production of these bonds since this 
process not only allows an increase in the number of subjects that can 
be printed from a plate but makes it possible to accomplish two face 
printings in one operation. 

In conclusion, I would like to assure this committee that I will con- 
tinue to exert every reasonable effort to bring about further economies 
in the operations of the Bureau. 

Mr. Gary. Thank you, Mr. Holtzclaw. 


BUDGET JUSTIFICATION DATA 
We will insert at this point in the record the workload tables on 


pages 207, 208, 211, and 212. 
(The material referred to is as follows:) 
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BuREAU OF ENGRAVING AND PrintiInG Funp, Treasury DEPARTMENT 


Statement showing comparison of all deliveries in 1954, 1955, and 1956 


Class of work by activity 


1954 actual 1066 actual | 1955 estimate | 1956 estimate 


—_ 


United States 1, 488, 676, 000 1, 224, 000, 1, 235, 403, 000 
Fe so cneminrcnwtndninnnhanecnkinnet 832, 844, 000 | 536, 688, 504, 000, 000 
Military payment certificates 25, 984, 000 | 105, 152, 

2, 347, 504, 000 | | 1,865, 840, 1, 739, 403, (000 


Printing of currency: | Units Units Units 
| 





Printing of stamps: 
Internal revenue: 
Plate printed— 
aeeey way ing cards 50, 400, 000 110, 500, 000 110, 500, 000 


Flatbec 
118,180,806 | 143, 440, 000 143, 440, 000 
60, 060, 534 121, 528, 400 | 121, 528, 400 

Offset printed: 


Bottle strip.................................| L@A Be! 2 075,000, 000 2, 075, 000, 000 
EEE TOPS SUNT AE ....--| 18, 762, 901, 100 | 21, 000, 000, 000 21, 000, 000, 000 
Cigars - - onnans canna 229, 484, 460 | 234, 000, 000 234, 000, 000 
Fermented malt liquor ited 39, 797, 200 61. 060, 000 61, 000, 000 
Snuff 302, 183, 160 348, 000, 000 348, 000, 000 
| 1, 023,450 | 1, 497, 750, 000 1, 497, 750, 000 

27, 049, 040 | 64, 548, 200 64, 548, 200 








21, 951, 379, 050 | 25, 655, 766, 600 25, 655, 766, 600 


United States postage: 
Plate printed: 
Rotary: 
Ordinary | 14, 253, 617, 800 | 15, 907,000,000 | 15, 947, 600, 000 
Airmail, small (400 subject) | 541, 799, 400 | 75, 000, 000 600, 000, 000 
Airmail, large (200 subject) ye: 88, 263, 650 95, 500, 000 94, 000, 000 
Book, ordinary and airmail .---| 1,828, 821, 120 1, 828, 100, 000 1, 813, 700, 000 
Coil, ordinary and airmail. ___-_- .....--| 4,052, 431, 000 4, 526, 200, 000 4, 561, 900, 000 
Commemorative ..--| 1,300,878,103 | 1, 300, 000, 000 1, 300. 000, 000 
Postage due oa ee 174, 763, 050 | 193, 965, 000 198, 200, 000 
PII ok ca ec ncooceace 54, 431, 500 62, 500, 000 60, 300, 000 
Flatbed: } 
Miscellaneous 76, 387, 215 39, 600, 000 44, 900, 000 





22, 371, 392, 838 | 24, 627, 865,000 | 24, 620, 600, 000 








Other stampe.....---r-.-s---s-e-n------------------| 262,981,650] 283, 6085, 0 000 "284, 905, 000 





Printing of paper checks, commissions, certificates, etc.: 


Checks (paper) - - --- 43, 463, 540 52, 393, 400 | 47, 818, 800 
Government requests for transportat ion.---_- akadboas 3, 763, 460 8, 328, 850 13, 794, 750 
Commissions, certificates, etc.: | 
Plate printed 182, 781 259, 405 242, 405 
Offset printed 4, 360, 561 10, 528, 475 | 12, 784, 075 
Certificates of naturalization 256, 400 374, 000 | 384, 000 
52, 026, 742 _71, 884, 130 75, 024, 030 





Printing of bonds, debentures, etc.: 
United States savings bonds: 
i, SRIEREREES Bie sega REE PAE: Raa, Sat 65, 633, 000 30, 512, 000 31, 411, 000 
I icccdaccetgeensesaqadae eae 19, 445, 000 | 65, 052, 000 55, 650, 000 
Treasury bonds, notes, etc____- * ee Re Pan ele 4, 354, 810 4, 593, 000 3, 670, 000 
Miscellaneous bonds, debentures, “ete. ‘ 207, 560 | 298, 600 262, 100 
Postal savings a EEE A Dia | 6, 393, 250 | 10, 000 


| 96, 033, 620 100, 465, 600, 90, 993, 100 


274, 751, 982 | 277, 886, 500° ~ 292, 650, 800 


| 47, 346, 069, 882 52, 883, 212, 830 | 52, 759, 342, 530 











‘A puncheard postal savings certificate has been adopted for use beginning Sept. 1, 1954, 
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Statement showing costs by activities for fiscal years 1954, 1955, and 1956 


Class of work by activity 


Printing of eurrency: 
United States 
Federal Reserve notes--_- 
Military-payment certificates - 


Printing of stamps: 
Internal revenue: 
Plate printed: 
Rotary: Playing cards. - 
Flatbed: 
Bottle strip 
Otper.........- 
Offset printed: 
Bottle strip_ 
Cigarettes 
Cigars. 
Fermented malt liquor 
Snuff __- 7 
Tobacco - - 
Other 


Total 


United States postage: 
Plate printed: 
Rotary: 
Ordinary 


Airmail, small (400 subject) - 
Airmail, large (200 subject) __- 
Book, ordinary and airmail 
Coil, ordinary and airmail_- 


Commemorative 

Postage due ; 

Special delivery 
Flatbed: Miscellaneous 


Total 


Other stamps._ 


Printing of paper checks, commissions, certificates, etc.: 


Checks (paper) -- 


Government requests for transportation 


Commissions, certificates, etc.: 
Plate printed _- 
Offset printed _- 
Certificates of naturalization _- 


Total 


Printing of bonds, debentures, etc.: 
United States savings bonds: 
Plate printed 
Offset printed ___-—- 
Treasury bonds, notes, etc 


Miscellaneous bonds, de bentures, etc__ 


Postal savings certificates !__- 


Purchase of card checks___- 


Operation and maintenance of incinerator and space utilized | 


by other agencies recovered directly _- 


Other direct charges for miscellaneous services. - 


Re sich n a 


1A : atoll ard postal savings certificate has been jasened for use tiiedilinbaay? Sept. 1, 1954. 


1954 actual 


$13, 017, 003 
7, 181, 484 | 
88, 485 


20, 286, 972 | 


1955 estimate | 1956 estimate 


14, 950, 256 


$10, 232, 000 
4, 486, 616 
231, 640 


$10, 232, 000 
4, 173, 241 


14, 405, 241 





184, 018 
84, 555 


339, 720 

1, 129, 526 
63, 853 
43, 892 

54, 013 
361, 804 
123, 044 

2, 400, 315 


1, 882, 236 
69, 911 
24, 771 
869, 232 
944, 002 | 
352, 585 
25, 593 | 
13, 565 | 
103, 028 





4, 284, 923 | 


37, 583 


236, 631 
199, 317 


52, 2 256 


200, 980 


577, 038 
1, 349, 365 
74, 755 
70, 659 
70, 989 
552, 509 
137, 067 


3, 305, 602 


581, 852 
1, 360, 622 
75, 378 
71, 249 
71, 582 
557, 118 
138, 211 


3, 146, 831 


2, 246, 525 
93, 180 
29, 621 
934, 210 | 

1, 134, 577 
387, 194 
30, 497 
17, 290 | 
31, 542 | 


4 904, 636 | 





133,370 | 


313, 838 | 
41, 396 


41, 373 | 
80, 813 
11, 176 


488, § 596 


1, 693, 985 
380, 911 
420, 961 

48, 210 
122, 077 


2, 2, 666, 144 | | 


713, 322 





319, 398 | 
74, 644 | 


_182, 431 


405, 851 
89, 563 


373, 503 
146, 483 
75, 624 | 


202, 877 | 
17, 423 | 


71, 397 
246, 977 


791, 338 


862, 753 
1, 320, 756 
485, 631 
73, 869 
210 


2, 743 3, 219 | 


899, 429 
1, 140, 953 
357, 043 


2, 445, 671 


759, 554 


358, 579 
15, 000 





31, 367, 684 


27, 939, 229 | 





421 


MODERNIZATION PROGRAM 


Mr. Gary. Mr. Holtzclaw, I understand that you have already 
adopted a great many improvements in your printing methods in your 
moder nization program. Have those changes, in your judgment, 
been entirely satisfactory ? 

Mr. Hourazcraw. Mr. Chairman, I am very much pleased with the 
progress that we have made in bringing about these technological 
improvements. The results so far achieved have been most satisfac- 
tory. 

I might explain that we began the first phase of our modernization 
program in 1949. In ree ognition of the fact that we were not achiev- 

ing the full potential production from the equipment. we then had on 
hi and, we thought it wise to incorporate further labor-saving devices 
on the presses in order to increase unit production, thereby ‘bringing 
about immediate economies in our operation without waiting to de- 
velop entirely new equipment. That is precisely what we have done. 

We could have made another decision, one which would have in- 
volved a complete replacement of all existing equipment and acquir- 
ing more modern types of printing and processing equipment, but we 
had not gathered sufficient engineering data to bring about the design 
and development of more modern types of presses. Since that time 
we have, as I say, provided for further improvements in existing 
equipment and have continued to develop engineering data which 
will make it possible, we hope, although there is still considerable 
research and development work to be carried on, to acquire equipment 
which will completely replace all existing equipment and thereby 
bring about much greater savings and economies in our oper ations. 
That is the progré am that we are , presently engaged upon, the one we 
refer to as the second phase of our modernization program. 

Although this second phase of the modernization program was com- 
pletely documented in 1950, I am convinced that a good deal of diffi- 
culty would have been encountered in completing even the first phase 
. our program, not to mention the second phase of our program, had 

t not been for the impetus, support, and guidance received from this 
couindiglian at which time you were chairman. 


USE OF NONOFFSET INK 


Mr. Gary. Thank you. 

What has been the result of your use of nonoffset ink ¢ 

Mr. Hourzciaw. It has enabled us to go from 12 subjects to the 
sheet to 18 subjects to the sheet. W ithout that development the 18- 
note sheet would not have been practical in the sense that the dimen- 
sional instability of the paper as a result of moisture being added 
would have increased spoilage to an exorbitant rate. The use of this 
ink has eliminated a second drying operation and a second wetting 


operation, and a great deal of this program can be attributed to the 
development of those inks. 
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RATE OF SPOILAGE WITH NEW INK 


Mr. Gary. What has been your experience with spoilage with the 
new ink? 

Mr. Horrzciaw. We anticipated when we went into the 18-subject 
program that spoilage would increase because of the larger size sheet 
and because of the lack of dimensional stability. Also, in that con- 
nection, we have eliminated the use of 2 assistants to the plate printer 
on each press and have installed automatic feeders and automatic 
takeoff devices to accomplish the purpose which those 2 assistants to 
the plate printer served. Those two new devices obviously made it 
necessary fo r the plate printers to learn a great many things they had 
not been exposed to previously. Consequently, in going from the 12- 
to the 18-subject program spoilage has increased. It is now substan- 
tially on the decline and we anticipate that within a matter of months 
it will be further materially reduced. We are not proud of the fact 
that spoilage now amounts to about 814 percent of all 1 notes produced. 
We definitely intend to reduce it and in the second phase of this mod- 
ernization program, where we will, we hope, resort to the dry method 
of printing, we anticipate that spoilage will be greatly reduced. 


DRY PRINTING 


Mr. Gary. Is the dry method going to be just as effective as the 
present system ? 

Mr. Hoxrzciaw. Mr. Chairman, we have been criticized in the past 
as the one country in the world still utilizing the wet intaglio process 
of printing. We plead guilty. We believe—and I think I am tech- 
nically qualified to substantiate this fact—that the quality of United 
States currency is outstandingly better than any currency on the 
face of the earth. That is my judgment. And it will only be as 
a product of further research and development that we will be able 
to use the dry process of printing and still be able to maintain the 
present high standard of quality of the United States currency. 

It is my belief that we should not sacrifice quality for economy, 
and I do not believe we will have to do that, but we have not been 
able to utilize the dry process in the past without sacrificing quality. 
Research has been carried on and I have with me today some samples 
of both wet and dry printed impressions which later on I would like 
to show this committee, and I think you will gain a better appre- 
ciation of just what I mean when I say that we would have had to 
sacrifice quality had we gone to dry printing at an earlier date. 


MAINTENANCE OF QUALITY OF CURRENCY 


Mr. Gary. Is it the policy of the Bureau and of the Treasury 
Department not to deteriorate the quality of the present currency 
in any respect in order to put those changes into effect ? 

Mr. Hoxrzcuaw. No written statement has been made concerning 
Department policy on sueh a matter. I think I can feel free to say 
that none of the officials in the Department would want to see the 
quality of the printed impression degraded for the purpose of saving 
mone 

ie Shee: Frankly, this committee, as you know, has always in- 
sisted upon economy in operations, but I think economy and efficiency 
must go hand in hand. 
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Mr. Horrzciaw. I agree, sir. 

Mr. Gary. It is certainly not the policy of this committee to insist 
on economy when it will destroy efficiency or quality. 

Mr. Hotrzciraw. That is correct, as I know, sir. 

Mr. Gary. And I agree with you that we do have the best quality 
of currency probably in the world, and I think we should maintain 
that quality. Whenever by new processes you can economize and at 
the same time maintain the quality, then I think you are to be com- 
mended for your effort. Of course you have to bear in mind, too, at 
all times, the fact that we do have a lot of people in this country who 
would like to counterfeit our money. A great many of them are in 
jail, but I am afraid all of them are not, and consequently you have to 
bear in mind that you do not want to make it easier for them to 
counterfeit our money. 

Mr. Hourzcuaw. Mr. Chairman, I am delighted to have a further 
expression from the committee as to its views concerning the import- 
ance of a high standard of quality of our currency. 

Mr. Gary. I am sure I speak for the whole committee on that, that 
we do not want to deteriorate the quality of our currency. 

As I understand it, the later changes are now in the experimentation 
stage ? 

Mr. Hotrzctaw. That is correct, Mr. Chairman. As I mentioned 
a moment ago, basic development, research and experimental work has 
been carried on for several years. Great progress has been made, and 
we hope before this calendar year is out that we will have installed in 
the Bureau production presses which will print 32 notes to the sheet 
by the dry process, representing quality at least comparable to that we 
now achieve through the wet process. 


IMPACT OF IMPROVEMENTS ON PERSONNEL 


Mr. Gary. What effect is that going to have on the personnel ? 

Mr. Horrzciaw. Inevitably, to make progress, surpluses in person- 
nel will occur, and in all probability at a rate in excess of what can be 
taken care of by normal attrition. We hope that the impact on person- 
nel will. not be too serious. We have in the last 5 years declared more 
than 2,600 positions surplus in the Bureau of Erfgraving and Printing 
and additional surpluses will occur. 

We have a very low turnover rate in the Bureau of Engraving and 
Printing, the lowest of any Government agency and far lower than 
industry. It is approximately 10 percent. That means that in the 
next 2 years approximately 800 positions will be vacated through 
normal turnover. We do not expect to fill many of those vacancies 
and, while it is desirable to gear modernization to manpower, it is 
inevitable that surpluses will occur in some categories that we cannot 
absorb without keeping employees on the payroll in a nonproductive 
status. Under existing statutes we are required to produce as cheaply 
as industry and, presumably if we cannot, we must go out of business. 
So we are determined to make progress and at the same time try to 
cushion the impact of progress on employment opportunities in the 
Bureau. 

Mr. Gary. You will make every effort to take care of any separa- 
tions on the basis of normal attrition ? 

Mr. Hourzctaw. We propose to do that; yes, sir. 
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PHYSICAL SECURITY PROGRAM AND THEFT OF CURRENCY 


Mr. Gary. When you were before this committee last year we had 
considerable discussion concerning a very unfortunate incident that 
had occurred at the Bureau where one of the employees had stolen a 
large sum of money. .We were told this year by Chief Baughman of 
the Secret Service that he has made a survey of your plant and has 
recommended a great many changes for security purposes, and that 
most of them have already been adopted by the Bureau. Can you 
give us a brief account of what has been done in that regard? 

Mr. Hourzcuaw. Mr. Chairman, I have been in the position of 
Assistant and Associate Director for the past 5 years. Much of my 
time and effort was devoted to improving management-labor relation- 
ships. That, in any organization, is a difficult problem. In addition, 
a good deal of my time and effort was devoted to the technological 
phases of our operations. 

Prior to last January, in the fall of 1953, I had appointed a repre- 
sentative committee to make a complete study of all of our security 
practices and policies. That study had hardly begun before this 
theft took place. I am optimistic enough to believe that if the theft 
had been attempted a year later the committee which I had appointed 
would have provided for ways and means which would have made 
that theft far more difficult than it was. It did occur in January, 
and it was a very regrettable affair because it had a tremendous effect 
on our reputation for maintaining the Government’s assets. When 
it finally did occur, the Secretary of the Treasury directed the United 
States Secret Service to make a thorough and comprehensive survey 
of every phase of our security program. 

That survey was completed last May, and 165 recommendations were 
made, A very thorough job was performed by the Secret Service of 
screening every phase of our security program. The recommenda- 
tions that were made were very realistic and identified the areas in 
which further security measures could be adopted. Promptly upon 
the receipt of the report a detailed study was made of each recom- 
mendation and, where the cost involved was not too great and where 
the recommendations seemed to fit into our program, they were 
adopted. 

To date 76 recommendations have been adopted; 47 are in the process 
of being adopted ; 33 are in the process of further study. In those 33 
are included some recommendations for organizi itional changes which 
have not as yet been made. Also in the 33 are recommendations which 
will involve the expenditure of considerable funds, and in keeping 
with the expressed desires of this committee that we not go to the 
other extreme and introduce security measures which would be costly 
and out of keeping with the need for further security, a final determi- 
nation has not yet been made as to how many of these 33 recommenda- 
tions will be adopted. It has been estimated that among those 33 
recommendations are some which would involve an expenditure of 
$361,131 as an initial outlay, with a recurring annual cost of $52,650. 
So our study of these recommendations has been intensified and we 
hope that w ithin the next month or so we will reach a final determina- 
tion on how many we will adopt and how many we will not adopt. 

This study, I might add, is being carried on jointly with the Depart- 
ment and with the chief and staff of the Secret Service. 





425 


Mr. Gary. I think that is a very excellent report, particularly your 
approach to the subject. I think we could make just as big a mistake 
by becoming hysterical over one incident and spending a lot of money 
that is not justified as we would do by ignoring it. I am one who 
believes you will never achieve absolute security. I do not believe 
you will ever get absolute security of public officials. Regardless of 
what you do you can never get complete protection, and I think that 
istrue of the Bureau. I do think we owe it to the people of the United 
States to take every reasonable precaution to protect their property, 
but there is a point beyond which when you adopt very expensive 
measures you will spend more in trying to protect the property than 
there is any chance of losing by not adopting such measures. When 
you get into that realm it is certainly uneconomical, and I, for one— 
and I am speaking strictly for myself and not for the committee— 
hope you will continue to study those recommendations in the light of 
that philosophy that you want to adopt every reasonable means of 
protecting the currency and the other assets in the Bureau, but that it 
would be uneconomical to adopt measures that would cost more than 
the good to be derived from them. 

Mr. Hourazctaw. Mr. Chairman, that is essentially the expressed 
opinion of this committee, with the exception of Mr. Murray, who 
was not a member of this committee last year. 

Mr. Murray. That is the consensus of Mr. Murray also. 

Mr. Hotrzciaw. I mean from last year. We have been following 
what we consider a mandate of this committee and are acting in 
accordance with your views. As I said last year, Mr. Chairman, no 
matter what safeguards we introduce, perhaps excluding a strip and 
search of every employee, there is always the possibility for another 
theft to occur in the Bureau. But we do propose to take every 
reasonable precaution. 

Mr. Gary. You have thefts in banks every day; you have thefts 
in private industry; you have them everywhere. Why people should 
expect the Government to be perfect and never have an incident of 
that kind to occur, or why when something like that does occur in 
(jovernment everybody raises his voice in holy horror, I do not under- 
stand. I think we have to be realistic in these matters. When some- 
one is negligent that is a different proposition, but when you have 
taken every reasonable precaution, and such an incident does occur, 
I see no reason for getting hysterical or unduly critical. We must 
realize that things of that kind will occur. They are occurring every 
(ay in private life, and there is no reason why they should not occur 
occasionally in the Government. They are very deplorable, and cer- 
tainly none of us are going to uphold the Government in not taking 
reasonable precautions, but having taken reasonable precautions, if 
you go beyond that, you might become just as uneconomical on the 
other side. 

Mr. Hourazctaw. We shall certainly take advantage of your wise 
counsel in the matter. 


SAVINGS 


Mr. Passman. Mr. Holtzclaw, I would certainly like to associate 
my views with those of our very able chairman in his opening state- 
ment as to the operations of your Bureau. Even though you operate 
under a working capital fund, it is still made available through the 
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Congress, so in a sense it is appropriated money, and it is certainly 
an inspiration to observe that out of this very small appropriation 
compared to other departments, you are able to turn back $42,737 to 
the general fund of the Treasury. 

That is the only statement I have to make at this time on the rec- 
ord. I would like to make one observation off the record. 

(Discussion off the record.) 

Mr. Passman. I think you are entitled to the praise of this Com- 
mittee for your outstanding job. 

Mr. Horrzciaw. Thank you very much, sir. 

Mr. Passman, you mentioned turning back $42,737. In adidtion to 
the $42,737 returned to the Treasury, savings amounting to $2,000,000 
were passed along to the agencies whom we serve through reductions 
in the unit cost rates of the products delivered, notwithstanding we 
had wage increases amounting to $500,000 during this same period. 
These savings are in addition to those which were passed along to the 
agencies as a result of improvements in prior years. 

As an example, the unit rate for United States currency had been 
reduced from approximately $11 per thousand notes 5 years ago to 
$8.35. So in addition to that sum which you mentioned a much 
larger sum has been reflected in reducing the unit cost to other agen- 
cies for whom you appropriate money. 

Mr. Passman. In other words, the working capital on account of 
the efficiencies practiced in your Bureau, has been reduced annually 
but still you are effecting further economies and returning money to 
the United States Treasury ? 

Mr. Hourzcitaw. That is correct. 

Mr. Passman. That is commendable. 

Mr. Hourzciaw. Thank you, sir. 


UNIT COSTS OF PRODUCTION 


Mr. Gary. Mr. Holtzclaw, I will apreciate it if you will insert at 
this point in the record a table showing the comparative unit cost of 
production over a period of 10 years. ! 

Mr. Hourzctaw. We will be glad to submit that statement, Mr. 
Chairman, but may I request that we be permitted also to supplement 
it with figures which would be designed to show what has been repre- 
sented by wage increases and material increases? 

Mr. Gary. Yes, sir; we will be glad to have that too. We would 
like to have the whole picture. 

Mr. Hourzctaw. Thank you, sir. 

(The matter referred to is as follows: ) 





Statement showing comparative unit cost rates for fiscal years 1947 to 1956, inclusive 
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Mr. James. Mr. Holtzclaw, the chairman of this committee in onen- 
ing the hearing has paid you a very well deserved tribute, in which 
| most certainly desire to join. 

Among other things, he has said you have come from the bottom 
to the top in this agency. Of course, lots of men come from the 
hottom to the top, but few of them I feel, have so fully dedicated 
themselves to the craft in which they serve as you have. 

I am sure that your promotion to be the head of this agency is in 
recognition of the work that vou have done over a long period of 
time. I congratulate you and I wish you a long, and happy tenure 
of service. 

Mr. Hotrzciaw. Thank you very much, Mr. James. 

Mr. Gary. I will say, Mr. Holtzclaw, that means a great deal, com- 
ing from Mr. James, who is himself engaged in the printing business 
and is an expert in this field. 

Mr. Houttrzcitaw. Mr. Chairman, the very fine compliment that Mr. 
James paid me is fully recognized by mvself because of the high 
regard that I have for his technical knowledge of the graphic arts, 
and coming from a dean in the printing industry, it makes me feel 
deeply appreciative of the very fine compliment he has paid me. 

Mr. James and myself have indulged in a great number of technical 
discussions in the last several years, and those discussions have been 
stimulating and extremely helpful. 

We have with us here today a little demonstration of the applica- 
tion of one of the recommendations that he made to us, and a little 
later on in the hearing I would like to discuss that, too, which is a 
tribute to his very well versed knowledge of the very broad field of 
eraphiec arts. 

Mr. Gary. We recognize Mr. James’ ability in this field, and this 
is one time that the committee relies very strongly, as we do fre- 
quently, on Mr. James’ judgment. He has excellent judgment in all 
fields, but he is an expert in this field, and we have a very high regard 
for him and are glad to have him with us. 

Mr. James. It seems that a large portion of these hearings today 
are going to be laudatory. 

I am very happy when a printer comes before the committee, and 
[am particularly happy that the only two agencies in Government 
that have gone to the Secretary of the Treasury with a check in their 
hands, and presented it to him, are the Public Printer and the Bureau 
of Engraving and Printing. I know of no other agencies that have 
gone over there to hand back money, so that makes me additionally 
proud of the men in the printing craft. 


REDUCTION IN COST OF PAPER MONEY 


[ have been listening to some discussion about the reduction in the 
cost of paper money. Prior to this hearing we had the Treasurer of 
the United States here. I ask you this question, referring to the re- 
duction in cost per thousand pieces from $9.93 to $8.35; has that sav- 
ing been entirely due to technological improvements, or has there been 
a change in the paper that has resulted in lower paper costs? 


Mr. Hourzcraw. It has been due to a combination of things, Mr. 
James. 
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First, by far and large the greater amount of the savings made 
stemmed from technological improvements. 

Some of the economies have been reflected by greater efficiency in 
our operations, better utilization of manpower. 

The sum of $126,000 has been saved in the paper itself by reason of 
the fact that the paper manufacturer no longer has to loft dry it, which 
is a time consuming and a highly expensive process. 

Since we have been using this paper wet, as it comes from the paper 
mill, $126,000 has been saved. 

Also the use of this mill wet paper, which has obviated the need for 
drying it at the mill and rewetting it in the Bureau, has reflected a total 
annual savings both in the paper and in manpower of $359,000. 

Mr. James. That is very considerable. 

Mr. Hourzciaw. Yes, sir. 

Mr. James. When you receive the wet paper it is received in a spe- 
cial container, I understand, that maintains moisture for quite a period 
of time, is that true? 

Mr. Hourztaw. I do not want to take too much time of this com- 
mittee, but if I may, I would like to tell you a little bit about the diffi- 
culties associated with paper. 

When I mention wet paper I mean that it contains 35 to 40 percent 
water. 

Consequently, it is highly susceptible to mold growths, better known 
as mildew. Therefore, the problem of introducing fungicides ints 
the paper without affecting adversely its working problems had to be 
solved, and for a considerable period of time we encountered great 
difficulty with mildew. That, in itself, increased spoilage. 

We also had to develop ways and means of accurately controlling 
the residual moisture in the paper at the mill so as to not adversely 
affect the printing characteristics of the paper. Oddly enough, when 
we first began the use of this paper, it was wrapped with water repel- 
lent wrapping paper to prevent the evaporation of the moisture. We 
found, after a long period of study, that the wrapping paper itself 
had a very serious effect on the growth of mold, and, as I say, it took 
us a long time to make that determination, but we finally, in collabora- 
tion with the paper mill, developed a wrapping paper which held 
moisture in the paper without accelerating mold growth. 

Mr. James. That is just what I have wondered about, and it is the 
next question I was going to ask. 

Mr. Hotrzciaw. There is just one more thing, Mr. James. If this 
paper were to be wetted and only held for 2 or 3 days there would be 
no problem, but we have to maintain at least 3 weeks’ to a month’s 
stock of this wet paper on hand in the Bureau to meet various con- 
tingencies, such as strikes, and delays in transportation, and so forth. 
So holding paper with 35 to 40 percent moisture content for more 
than a month without mold growth developing was not an easy 
problem to solve. 

Mr. James. That is the answer to the very next question I had. I 
wanted to know how far ahead you could stock paper of that kind 
and still not suffer a great deal of deterioration and spoilage. 

Mr. Hourzctaw. Yes, sir. 

Mr. James. We have discussed this several times in the past. . You 
have jumped printing from 12 units up to 18 up. That was done on 
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converted presses, was it not? There are no new presses but they are 
all converted presses, are they not? 

Mr. Hourzcitaw. That is right. 

Mr. James. You have said at the present time you are encountering 
814 percent spoilage on the 18 units up sheet ? 

Mr. Hourzciaw. Yes, sir. 

Mr. James. Is that 814 percentage spoilage calculated in money or 
by number of units spoiled ¢ 

‘Mr. Horrzcuaw. It is calculated by the number of notes spoiled. 

Mr. James. Even there you have a considerable improvement in 
production, after allowing for the spoilage. 

Mr. Hourzctaw. The unit increase in production represented by 18 
notes rather than 12 is 50 percent. 

Mr. James. If you count out your 814-percent spoilage that would 
reduce it to what ? 

Mr. Hotrzctaw. That would bring it down to approximately 42- 
percent increase in unit production. 

Mr. Derry. Of course we had 5-percent spoilage on 12 subject 
sheets. 

Mr. James. You had some spoilage before, of course. 

Mr. Hourzcutaw. Yes. As Mr. Deery has just said previously, even 
on the 12 subject sheets the spoilage ran as high as 7 percent. So, 
we are not very far behind. 

Mr. James. You have said that there has been a 25-percent decrease 
in currency requirements, and we have heard from the Treasurer 
that the replacement of worn notes is getting to be a very serious 
problem. 

Mr. Hourzcraw. I would like to comment on that. 

Last year when we appeared before this committee, Mr. Sieminski 
asked some questions relative to stockpiling to meet emergency situa- 
tions. 

During the preceding 2 fiscal years we were in the process of pro- 
ducing abnormal amounts of currency to meet the stockpiling needs 
of the Federal Reserve Board. 

Those needs have been met and, consequently, a reduction in pro- 
gram of 25 percent actually gets us back to about what was normal 
prior to those 2 years when we were producing for stockpiling 
purposes. 


A reporter from one of the newspapers called me a day or so ago 
and wanted to write an article on the condition of currency in circula- 
tion. I advised him that I could not answer his question because we 
do not have anything to do with the issuance or redemption of cur- 
rency, and referred him to the Treasurer’s Office, where I am sure he 
received the proper information. 


DRY PRINTING 


Mr. James. In the new project of 32 subject sheets, the printing 
theory there is dry printing? 

Mr. Hotrzcitaw. That is correct, sir. 

Mr. James. There would be no experimental work in that. I un- 
derstand that plans will be worked out and presses designed and built 
for dry printing? 

Mr. Hotrzctaw. That is correct. 

58681—55 28 
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Mr. James. Will that be intaglio printing or contact? 
Mr. Hourzciaw. It will be intaglio printing as we now employ it: 
yes, sir. 


ROTARY PRESSES FOR POSTAGE STAMP PRODUCTION 


Mr. James. Now, referring to rotary printing of postage stamps, 
is this brandnew, or have you had some of that before ? 

Mr. Hourzcuaw. I am sorry, Mr. James, I didn’t understand your 
question. 

Mr. James. You call attention, in your statement, to the use of 
rotary presses for printing postage stamps, I believe. Is this new, or 
have you done some of that work before ? 

Mr. Hourzctaw. There is nothing new about that, Mr. James. 

The presses we now utilize for that purpose are more than 40 
years old. 

Postage stamps, like currency, are printed by the intaglio process, 
These presses will be designed to employ the dry process, and will 
operate at a much faster printing speed, and we hope to bring about 
an increase in production of from 200 to 300 percent, with an im- 
provement in the quality. 

Mr. James. You will get all of that in the rotary operation? 

Mr. Hourzciaw. Yes; I think so. 

Mr. James. The old presses were flatbeds right straight through: 
were they not? 

Mr. Hourzciaw. No, sir. 

Mr. James. Were they not? 

Mr. Hourzctaw. We have printed postage stamps by two methods— 
one by the flatbed method, which has been confined to issues of higher 
denominations, where they were printed in bicolor, and the cost for 
so doing was exorbitant. However, for many, many years we have 
used the rotary web-type presses for producing ordinary issues of 
postage stamps. We produce 22 billion postage stamps in the course 
of the year. Those larger denomination issues produced on the flat- 
bed presses I do not imagine would amount to 50 million stamps an- 
nually at the most, so a very small part of our requirement was pro- 
duced on flatbed presses. 

Mr. James. Will any of your new rotary presses be multicolor or 
just single color ? 

Mr. Hotrzciaw. For the moment we are ordering five presses, which 
will be constructed to print single color rather than bicolor. 

The Postmaster General a year ago asked us to explore the feasi- 
bility of producing postage stamps in multicolor by gravure, and since 
that time we have carried on an intensive program with industry. 
Speaking for myself alone, I do not believe that they have been satis- 
fied with the quality that has so far been achieved in multicolor 
stamps. 

Mr. James. Off the record. 

(Discussion off the record. ) 


DRY PRINTING 


Mr. James. I am very much pleased, not necessarily entirely on 
behalf of the Government but on behalf of the printing industry, to 
find that somebody is going to come up with dry printing, dry im- 
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proved printing of steel-plate engraved jobs. When you come to 
printing forms of 32 up, 1 think that is an outstanding achievement. 

You will have trouble with it for a while, of course; but when it 
is in operation and the bugs are worked out, it is going to make a 
terrific saving to the Government. 


PRINTING OF BONDS BY THE OFFSET METHOD 


Another matter that we have discussed from time to time is running 
savings bonds by offset printing. I find now that has developed into 
quite an accepted proposition. You started with 25’s and now you 

are printing 50’s and yon are going into 100’s. 

I suppose that the 25’s and 50's constitute the bulk of that work? 

Mr. Hourzcuaw. The 25’s, the 50’s, and 100’s represent about 95 
percent of the requirements for savings bonds. Actually the output 
of 1 plate printer will take care of the remaining 5 percent. 

Mr. James. I suppose it is worthwhile to have the great big ones 
done that way. 


APPRENTICE SYSTEM HALTED 


Now, referring to the personnel problem, do you have an apprentice 
system in operation, or a learners’ system, or do assistants on the press 
vraduate into pressmen ? 

Mr. Horrzcraw. Mr. James, that has been a very controversial issue 
in the Bureau and in the Department, and it was discussed briefly 
before this committee previously. 

Mr. James. Yes. 

Mr. Hoirzctaw. We had 70 apprentices in training, and we fore- 
saw that with the advent of this 18-subject program and the 32-subject 
program that there would be no need for apprentices in the foresee- 
able future. 

As a matter of fact, we have reduced the plate prne staff, which 
includes apprentice plate printers, from 604 in 1952 to 370. That is 
a reduction of about 40 percent, or 234 plate ovata since 1953. 

So, as testified previously, we are going to be confronted with a 
serious manpower problem as we progress on this second phase of our 
modernization program, and [ think it would be extremely unwise to 
train apprentices while, at the same time, dismissing journeymen. 


OVERSUPPLY OF JOURNEYMEN 


Mr. James. That is right. That is the reason I asked the question, 
because that is one way of stopping an oversupply of men, to cut off 
the apprentice tr ining. 

Now, as far as the journeymen are concerned, of course you will 
lose some of them in the meantime through natural causes, but the 
trade can absorb a considerable number of the surplus that you will 
have, I guess. 

Mr. Hourzctaw. Mr. James, unfortunately that is not the situation. 

Mr. James. It is not? 

Mr. Hoirzciaw. No; it is estimated that there are no more than 
1,000 plate printers in the United States. The larger proportion of 
om are engaged in dye-stamping operations, on letterheads, and 

) forth. There are only a few small banknote companies. The 
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American Bank Note Co. in New York is by far the largest employer, 
and the last I heard from them they only had about 80 plate printers 
on the payroll, so it is pretty definite that when plate printers are 
dismissed from the Bureau they cannot pursue their trade on the 
outside. 

Mr. James. Now, would it not be reasonable to set a course for 
putting some of those people into the offset department ? 

Mr. Houirzciaw. Mr. James, we are also having a reduction in force 
in that same category, which poses, again, a very serious problem. 

Mr. James. Well, then, I suppose it just amounts to what has 
happened in almost all industries where great improvements are made, 
and machines do a greater part of the work. Mr. Holtzclaw, I believe 
that is all I have in the way of interrogation. Thank you very much. 

Mr. Hotrzciaw. Mr. James, before you conclude, may I show these 
impressions to you and point out some of the difficulties that we are 
encountering, and explain the reason why further research is neces- 
sary ? 

Mr. Gary. Off the record. 

(Mr. Holtzclaw made an off-the-record explanation of some print- 
ing processes. ) 

Mr. Hourzcraw. Mr. James, I would like to get this on the record, 
if I may. 

Mr. James. Yes; of course. 


COUNTERFEITING 


Mr. Horrzctaw. The chief reliance against counterfeiting is the 
difficulty of successfully reproducing the portraits in the delineation 
and detail so as to make them look lifelike. To achieve this result 
it has been necessary to develop paper and inks and printing plates 
and printing processes specifically for the purpose of getting the 
minute detail and the delineation in the portrait. 

Mr. James. And the cleanliness. 

Mr. Houtrzciaw. Yes; that is right, sir. 


EMERGENCY PLANT IN MOTHBALL 


Mr. Sremrnskt. I shall try to take only about 3 minutes, if I may. 
for my questioning. 

Mr. Holtzclaw, do you feel that if your installations were knocked 
out for some unforeseen reason, and your operations were absorbed by 
private industry, that industry would come up with operations any 
more efficient than yours ? 

Mr. Hourzctaw. Mr. Sieminski, there are no facilities in industry— 
or, to put it another way, the combined facilities of the private bank 
note companies would be, I believe, inadequate to meet the needs for 
all United States securities. Almost certainly. after the stockpile of 
currency had been exhausted it would be necessary, I feel, to go to 
some other process of printing, probably the offset process. 

Mr. Sreminskr. Off the record. 

(Discussion off the record.) 

Mr. Sreminski. I would like to put that on the record. Lest we 
have a Pearl Harbor situation in this Department of yours, with its 
resultant hue and cry that Mr. Gary wants us to avoid. It seems to 
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me, Mr. Holtzclaw, that if we can put a battleship in mothballs with 
all of the tremendous expense involved in so doing, is it possible to 
find a reason for us failing to consider the mothballing of standby 
equipment in all of its phases in the event an emergency overtakes 
your establishment? This mothballed equipment to go into line to 
operate and continue the economy of America, no matter what the 
exigency is? 

. Mr. Hourzcitaw. Mr. Sieminski, there is currently under considera- 
tion the possibility of developing a rotary web-type of printing press 
which would print both the face and the back and the serial numbers, 
including the seal and the signatures all in one operation, and deliv- 
ering a completed note from that press, obviating the need for a great 
deal of complementary equipment. 

Such a press would lend itself to mothballing, as you stated. 

However, to locate elsewhere than in Washington a press, or a suffi- 
cient number of presses to meet all emergency needs, I feel sure will 
call for legislation. 

Mr. Steminski. However it is done, the fact is that it could be 
done with replacements taking place as obsolescence takes over. 

Years ago, some of the greatest engineers in America said it would 
take 4 years to open the Burma Road at the time when in World War 
II the people of China had their backs against the wall. That road 
was opened in 9 months. 

I would like our committee and your Department to be on record 
as having done everything possible to avoid any surprise like Pear! 
Harbor reactions in the event of an emergency, no matter what. If 
there is failure or delay to meet this responsibility it should not rest 
with this committee, nor should it rest with the Congress. By asking 
the question, it seems to me that we have met the challenge; you have 
answered to my satisfaction. 

Mr. Holtzclaw, I believe you have shown by your record that it is 
possible for the Government to provide leadership for its people; it 
will be a very happy day, I think, when this Nation, its people and 
our industry can regard the Government as a channel of leadership 
in serving their needs. 

| hope we will soon, in a few days if need be, turn the corner on the 
situation where we feel that the Government must continue to borrow 
big brains from industry and the outside with which to help it do its 
work; personnel coming into Government, competent people like 
yourself, will do much to keep industry on its toes. Why can’t men 
like you and your assistants pace research and development projects in 
printing and engraving as was done in the atomic-energy field and 
as was done in the manufacture of synthetic rubber, and as the 
Armed Forces seem to be doing with the electronic dental drill and 
with the idea of no airstrip airfields ? 

Mr. Holtzclaw, I want to add my compliments along with the chair- 
man and others for the splendid record you have made. 


PROBLEM OF SECURITY 


By the way, has that security question been solved that was faced 
by that individual? Has that been satisfactorily solved ? 
That item that received some attention in the local press ? 
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Mr. Honrzcutaw. Mr. Sieminski, he and a number of his cohorts 
were found guilty and sentenced to prison terms in connection with 
the theft of the $160,000. 

Mr. Sremrnskt. When I say “security,” I mean the gentleman in- 
volved in the Bureau who was reported as having been seen at social 
functions in the Russian Embassy, and who was, therefor e, a doubtful 
sec - ity risk, where you had to suspend him pending further hearings. 

do not want his name. I would just like to know whether that 
man has been satisfactorily solved. 

Mr. Hourzctaw. The problem is being studied by the security 
officer of the Treasury, and I understand that a hearing on the whole 
matter is imminent. I have not reviewed the file. I have not had 
access to all of the information concerning the charges that were 
made against him. That is top-secret matter which is handled by 
the Treasury security officer. 


CURRENCY IN OCCUPIED AREAS 


Mr. Sreminsgk1. Thank you very much, Mr. Holtzclaw. 

I have one last question, sir. Do you have orders now for occupa- 
tional currency coming in ? 

Mr. Hortzciaw. I would like to state that otherwise, Mr. Sieminski. 

We have, since the last war, been printing for the Department of 
Defense what are referred to as military-payment certificates. Those 
certificates are used to pay troops in foreign areas and also for auth- 
orized civilian personnel. We are currently producing such issue. 

Mr. Steminskr. Do you recall who it was that made and backed 
up the currency used in the quadripartite oc amneiien of Austria in 
1945 and 1946? Fresh currency was printed; yas used by the 
French, the British, the Russians, and the Aakicheiea and flowed in 
the stream of civil and commercial life in Austria. We recognized 
no prior currency after we moved in. I was in one of the first 
American groups that came into Vienna in 1945. I don’t recall off- 
hand who guaranteed that currency. Was it the new Austrian Gov- 
ernment and its people or some other country ? 

Mr. Hourzciaw. Mr. Sieminski, that is a subject which I do not 
feel qualified to discuss, other than to say that it is my understand- 
ing that the military currency, and that is the way it was referred 
to, was produced in this country and distributed to the armed serv- 
ices. I believe there was some understanding that in those countries 
which were occupied that they would redeem it. 

Mr. Steminskt. That is the point I wanted to bring out. 

Mr. Hourzciaw. I think I have gone too far in even saying what I 
did. because I am not sure about the policy. 

Mr. Stemrnskt. Forgive me, please, if you think T am leading to 

anything other than to clear up my own emotionalism on this sub- 
ject, on this side of the table. 

T understand that there were two types of currency printed in Aus- 
tria. One was the initial one that came in, which was used by the 
four powers and by the civilians. Then later there was currency which 
was for use by the military in military channels. 

Mr. Horrzcitaw. That is correct, sir. 

Mr. Sremrnski. Coming now to the situation in Berlin, the pre- 
sumption is it was operated in the same way. 
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We are told officially that Uncle Sam lost over $200 million because 
a duplicate set of money plates got into Soviet hands; Soviets used this 
currency which we presumably backed up with our Treasury; the 
report states the Soviet maneuver cost Uncle Sam over $200 million. 
Dexter White is blamed. 

The question I would like to determine is, did it cost Uncle Sam 
over $20 million, or did the people of Germany pay out that amount 
of money ? Treasury, the Department of State, the Department of 
Defense, and the White House have come into the picture on the issue. 
| want to be sure that we have buttoned up the situation so that it 
can’t or won’t happen again, That we have a mechanism set up, fool- 
proof to the extent possible, against a repetition of such a situation 
of fraud and deception in money channels, civilian or military. In 
peace or war, there should not be another situation of that kind. Has 
some mechanism been set up that will guarantee such a thing will 
not happen again ¢ 

Do you know whether the United States ever presented a bill to 
the Soviet Government for the repayment of the amount of money 
we have been told was lost through the operation of that duplicate 
set of money plates ? 

Mr. Hourzcitaw. I wish I could answer your question, Mr. Siemin- 
ski, but I am too far down the line to participate in decisions of that 
nature. 

I do know, however, that this whole matter of the so-called Russian 
plate matter was thoroughly investigated by three separate congres- 
sional investigating committees, and if it would serve your purpose | 
would be glad to furnish you the particular committees’ designations 
and the titles or numbers of the reports that were issued. 

Mr. Sremrnsxi. I would appreciate that information very much. 

(The material referred to is as follows:) 

1. Occupation currency transactions: Hearings before the Committee on Ap- 
propriations, Armed Services and Banking and Currency, United States Senate. 
80th Congress, Ist session (June 1947) 

2. Treasury Department: Post-office appropriations for 1952, hearings before 
a subcommittee of the Committee on Appropriations, House of Representatives, 
s2d Congress, 1st session (February 1951). 

3. Transfer of occupation currency plates: Espionage phase interim report of 
the Committee on Government Operations, made by its Senate Permanent Sub- 
committee on Investigations, Subcommittee on Government Operations Abroad, 
83d Congress, 1st session, report No. 887 (1953). 

Mr. Steminskt. Over in Vienna, in 1945, as I recall it, General 
Clark locked up our plates in USFA headquarters located in the na- 
tional bank there; we, the military, controlled the situation in Austria. 
The presumption is that there was not, apparently, that control in 
Berlin. Findings disclose that substantially over $200 million was 
lost by Uncle Sam through the manipul: ition of those plates and Mr. 
Harry Dexter White, a Treasury official. 

We want to avoid any such loss in the future. I want to know if 
the mechanism now exists to prevent such type losses ! And if it does 
exist, who is to be responsible if such losses occur; will it be the mili- 
tary? The Treasury? The State Department ? "The Department of 
Defense? The Department of Justice? The Joint Chiefs of Staff? 
The White House? Who? TheFBI? Who? 

[ want to know that we have approached this properly; that the 
remedy has been found; that we have moved ahead soundly as a result 
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of this very sorrowful and regretful situation in American life. It 
is not enough to desecrate; we must build to avoid the pains of the 
past. 

Mr. Hourrzciaw. I share your views, Mr. Sieminski, but I am afraid 
that I cannot enlighten you on what the future plans are. 

Mr. Sremrnsxr. Mr. Holtzclaw, in this, you have given me a chance 
to express my feelings. My questions are not directed at condemning 
anyone; I desire to find out whether we have benefited from this sad 
experience. I trust we have. 

Thank you very much. 

Mr. Murray. | have no questions to ask Mr. Holtzclaw. I would 
just like to add my humble concurrence to the commendations of the 
chairman and other members of the committee on your efficiency. 

Mr. Hourzcuaw. I appreciate your expression, Mr. Murray. I 
read about you in the Sunday Star and I do not know whether we 
could say that we have something in common or not, but you were 
born in 1917, which is the year I went to work in the Bureau. I wish 
I had your academic background. 

Mr. Gary. Thank you, Mr. Holtzclaw. 

Mr. Hourzcuaw. Mr. Chairman, may I say that I have been most 

generously received here today and the many fine expressions con- 
cerning myself—well, I am overwhelmed. I am extremely grateful 
for the things you have said about me, and I hope that I sh: ull be able 
to carry on in the Bureau in a manner that will meet with the full 
approval of this committee. It has always been a pleasure to come 
before this committee. The criticisms that we have received from 
this committee have been of a constructive nature and have helped 
greatly to guide us and spur us on to greater effort. 

Thank you very much, Mr. Chairman and members of the committee. 

Mr. Gary. Thank you, Mr. Holtzclaw, and I want to say this com- 
mittee has great confidence in you and we stand ready to back you up 
in every way we can. 

Mr. Hourazcuaw. Thank you, sir. It is my sincere hope that your 
confidence in me will be justified by the course of future events. 


Monpay, Fepsruary 14, 1955. 
INTERNAL REVENUE SERVICE 


WITNESSES 


T. COLEMAN ANDREWS, COMMISSIONER 
O. GORDON DELE, DEPUTY COMMISSIONER 
GRAY W. HUME, DIRECTOR, FISCAL MANAGEMENT DIVISION 


SALARIES AND EXPENSES 


Amounts available for obligation 
(Balances for June 30, 1954, are as certified under sec. 1311, Publie Law 663) 





1956 estimate 
+= 
| 


| 1954 actual beeeomue: 


Appropriation or estimate : ....-| $269, 600, 000 | $273, 662, 000 $286, 000, (Xt 
) Ail 


Reimbursements from non-Federal sources ; bb dsectoh 37, 435 | 32, 500 | 32, ! 


Total available for obligation..__.._--- bed eal 269, 637, 435 273, 694, 500 | 286, 032, 50 
Unobligated balance, estimated savings_-.............--------.-| —668, 328 | 


Obligations incurred ‘ 268, 969, 107 | 273, 694, 500 286, 032, 50 
! | 





es 


Note.—Reimbursements from non-Federal sources above are from the proceeds of sale of person 
property (40 U. 8. C. 481 (c)). 
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Obligations by activities 











Description | 1954 actual | 1955 estimate | 1956 estimate 


Direct Obligations 


. Rulings, technical planning, and special technical services -_- $4, 018, 699 $3, 844, 535 $3, 848, 475 
2. Collection of revenue | 121,300,850 | 114, 400,272 115, 879, 791 
we ERT BSS RS ae eee 88, 766, 979 96, 874, 663 105, 357, 262 

. Tax fraud and special investigations.--______- eee laaat ‘ 11, 424, 443 13, 633, 241 14, 299, 945 
5. Aleohol and tobacco tax regulatory work 21, 098, 418 21, 156, 408 21, 901, 057 
), Taxpayer conferences and appeals 8, 353, 963 9, 717, 660 9, 890, 047 

. Legal services 6, 322, 514 6, 128, 743 6, 908, 354 

. Inspection 3, 536, 992 3, 695, 139 3, 696, 978 

. Statistical reporting i 1, 633, 273 1, 684, 246 1, 685, 123 

. Executive direction 2, 475, 541 2, 527, 093 2, 532, 968 





Total direct obligations 268, 931, 672 73, 662,000 | — 286, 000, 000 
; Obligations Payable Out of Reimbursements From Non- Federal | 
we Sources 
ere 2. Collection of revenue... _- 14, 935 10,000 | 10, 000 
; 5. 22, 500 22, 500 | 22, 500 
Nc ctidliidac Mahed ed 
a? Total obligations payable out of reimbursements from 
non-Federal sources 37, 435 32, 500 | 32, 500 











Obligations incurred : 268, 969, 107 "973, 694, 500 | 286, 032, 500 
10s8t 
oOn- 


ful Obligations by objects 


ible i AEP TAL eel | ed tee eee oO, Ee Oy AEE AROS A. ptr eae eee, e. 
full Object classification 1954 actual | 1955 estimate | 1956 estimate 











: > | 
ome Total number of permanent positions r 53, 397 52, 521 54, 090 


rom Full-time equivalent of all other positions_-_-_- 1, 022 1, 276 1, 658 
| Average number of all employees. .._..........----- hd 52, 726 52, 549 54, 532 
pec Number of employees at end of year 51, 590 51, 400 53, 500 


Average salaries and grades: 

‘tee, General schedule grades: 
Average salary $4, 601 $4, 699 $4, 782 

om- Average grade______.__- ip isc took be eee! GS-6.4 GS-6.6 | GS-6.6 


L up Direct Obligations rae 


Personal services: 

rour Permanent positions $236, 773, 453 | $238,016,718 | $245, 500,332 
Positions other than permanen 2, 927, 517 3, 681, 216 4, 800, 000 

Regular pay in excess of 52-week base... ............-- 945, 458 890, 386 890, 386 

Payment above basic rates....................---...- 456, 896 461, 712 | 461, 712 


Total personal services 241, 103,324 | 243,050, 032 | , 652, 430 
Travel 5, 754, 430 6, 874, 625 | , 493, 850 
‘Transportation of things ‘ 1, 525, 171 1, 341, 275 | , o41, 275 
Communication services . 5, 364, 078 | 5, 914, 548 | , 914, 548 
2, 686, 154 , 046, 912 | 3, 496, 276 
Printing and reproduction i | 6, 683, 531 5, 711, 511 | 6, 711, 511 
COG ET es on . ci nwdteddooteuswess 1, 510, 593 2, 197, 804 | 2, 393, 849 
Supplies and materials_- 2, 432, 771 2, 504, 820 | 2, 615, 039 
1, 077, 375 | , 204, 735 | 3, 561, 734 

454, 028 500, 000 | 500, 000 

340, 217 315, 738 | 319, 488 





Total direct obligations. _- 5 268, 931,672 | 273,662,000 | 286, 000, 000 


ligations Payable Out of Reimbursements From Non-Federal | 
Sources 
Equipment ‘ 37, 435 32, 500 32, 500 








Obligations incurred - 268, 969,107 | 273, 694, 500 | 286, 032, 500 


timate 


OOO, Ot 

32, dil 
032, Al 
032, 50 


ersons 
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Analysis of expenditures 
(Balances for June 30, 1954, are as certified under sec. 1311, Public Law 663) 


1954 actual | 1955 estimate | 1956 estimate 


Obligated_ balance brought forward $20, 128,822 | $11,966,865 | $12, 650, 000 
Adjustment in obligations of prior years 277, 911 
Obligations incurred during the year. 268, 969, 107 273, 604, 500 286, 032, 500 


289, 375, 840 ~ 985, 661, 365 | 298, 682, 500 
Reimbursements... —37, 435 | 3 aoe 500 | —32, 50 
Obligated balance carried forward ___- TH, 966, 865 |} 14,050, 000 


Total expenditures __ Barak 277, 371, 540 | , 600, 000 


Expenditures are distributed as follows: 
Out of current authorizations -__- 257, 130,783 | 261,162,000 | 272, 100, 000 
Out of prior authorizations________- 20, 240, 757 11, 816, 865 12, 500, 00( 


Mr. Gary. The committee will come to order, and will consider 
today the request of the Internal Revenue Service. 

We are pleased to have Commissioner T. Coleman Andrews with us. 
Mr. Andrews, we will be very glad to hear you at this time. 


GENERAL STATEMENT 


Mr. Anprews. Thank you, Mr. Chairman. 

The approprition request of $286 million for the Internal Revenue 
Service for the fiscal year 1956 represents an increase of about $12.3 
million over the amount appropriated by Congress for the current 
fiscal year. Thus the estimate reflects a followup on the long-range 
program for increased tax Seren which I discussed with this 
committee on two occasions last vea 

When I first came before this ceaiine. about 2 vears ago, I told 
you how we intended to go about the job of administering the tax 
laws. Then about a year ago, I gave a detailed report on our ac- 
complishments up to that date and discussed with you the problems 
which existed at that time and what we expected to do about them. 
I shall now give you the picture as it appears today, referring to prob- 
lems and plans previously discussed only to the extent necessary to 
provide a clear showing of the current situation. 


AUDIT OF TAX RETURNS 


First, I shall discuss the situation with respect to the examination 
of tax returns. Steady progress has been made in the development of 
an improved enforcement program in this area. I am very gratified 
with the frequent manifestations of respect for our program received 
from taxpayers and their representatives and their expressions of 
confidence in the fairness and ability of our agents. 

This budget contains a request for an additional 1,000 revenue 
agents, together with supporting clerical personnel. This is in line 
with the program I presented to you last year for increasing our rev- 
enue agent force by 1,000 agents a year until we have reached the 
point where we will be able to examine most of the more productive 
returns. This is the program you supported last year and commended 
in your report on our last request. 

By the end of this fiscal year we expect to have 11,114 revenue 
agents on the roll, as compared with 7,617 on July 1, 1953. However, 
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in contemplating this increase of 3,497 in 2 years, we must not lose 
sight of the fact that about 2,000 were collection officers reassigned as 
revenue agents as the result of an organizational shift in which the 
audit work was segregated from the collection of accounts. However 
as of right now in our program, we actually have only about 1,500 
more auditors. 

The agent force is now examining more returns and bringing in 
more additional revenue as a result of examinations. 

The clerical work incident to the examination of tax returns has 
presented a serious problem. Much has been done to eliminate or 
streamline this work, but the volume remains greater than the clerical 
foree can handle. Reports coming to us from the field show that 
many revenue agents and office auditors are performing considerable 
clerical work related to their cases in order to get them closed, and 
serious backlogs are developing in the final disposition of examined 
returns because of our shortage of clerical personnel. Having done 
what we could to improve efficiency in this area, we must now work 
to balance auditors with clerks. I am asking for 238 additional 
clerks for this purpose. 

There is another area where we are increasing our enforcement efforts 
substantially that I would like to mention briefly. Every year millions 
of taxpayers file returns showing that the taxes withheld from their 
salaries, or the estimated taxes they have paid during the year, exceed 
the amount of tax shown on their returns. If refunds are made to 
these taxpayers before their returns are audited, and subsequently 
an audit discloses that their returns were incorrect, it then becomes 
necessary for us to require them to return part or all of those refunds 
together with interest. It is difficult for these taxpayers to under- 
stand why we would send them a refund of a part or all of the money 
they have paid us and then, after an examination of their returns at 
a later date, ask for a part of that money back with interest. More- 
over this makes a serious and expensive collection problem. 

To alleviate this situation, we started in the spring of 1953 a practice 
of examining a part of these returns before the refurds were made. 
The results of that work were so startling that we have more than 
doubled the number of examinations of this type in 1954. We found 
in 1953 that 59 out of every 100 tax returns claiming refunds which 
we selected for examination contained tax errors. As a result of 
improved selection methods in 1954, 68 out of every 100 tax returns 
of this type selected for examination contained tax errors, and also 
the average amount of tax error per return was up from $95 in 1953 
to $115 in 1954. The tax recovery in 1954 from this pre-refund audit 
work alone amounted to over $40 million. 

This pre-refund audit work is handled on an office-audit basis; that 
is, either by correspondence or by asking the taxpayer to come to our 
office. Therefore, it is a mass-volume job and production is high. 
Many other returns are subject to this approach and office audit is an 
important integral part of our long-range planning. We have a 
regular force of about 2,400 assigned to this work. This force is 
augmented by new revenue agents. Since the problems are not as 
complex as those generally met in field examination work, this is an 
excellent way to get almost immediate production from the new 
people and, at the same time, give them valuable experience. 
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It should not be overlooked that the value of revenue agents in tax 
administration must not be measured alone in terms of additional 
deficiencies, but also in terms of their ability to increase voluntary 
compliance with our tax laws on the part of taxpayers. This can be 
accomplished only by agents who are well trained in all aspects of their 
work, including a knowledge of the taxpayer’s business, his procedures 
and practices. 

The training program for revenue agents has been kept in step with 
the program for improvements in audit techniques and procedures. 
It has been necessary to give all of our revenue agents and office 
auditors training on the new provisions of law incorporated in the 
Internal Revenue Code of 1954. Encouraged by the blessing of the 
Civil Service Commission, we also have prepared a new and vastly 
more comprehensive training program for each new agent we employ. 

Another highly important improvement in our training program is 
the advanced training center which we established in September of 
last year at the University of Michigan. The purpose of this school 
is to provide instruction for field personnel that will not only be of 
value to them in their present work but will also prepare them for 
more responsible supervisory and technical positions in the future. 
Training of this type by instructors of one of our large universities 
provides our agents attending that school with a much broader 
knowledge of current business practices and management policies 
than we can provide with instructors from the ranks of the Internal 
Revenue Service. 

The extension of tax enforcement to citizens residing abroad is 
another problem which currently is receiving attention. There are 
more than 500,000 such taxpayers. Our income, estate, and gift 
tax laws follow our citizens throughout the world, but our enforce- 
ment effort is limited to one revenue agent permanently stationed in 
Paris and the temporary assignment of a small group of agents during 
the filing period. Because of this condition, we initiated last year a 
comprehensive study of all phases of our foreign problem, including 
taxpayer education, proposals for legislation, the organization and 
management of our foreign responsibilities, and the magnitude of 
taxpayer delinquency and noncompliance abroad. 

Our findings lead to the conclusion that the Service has a most 
serious problem abroad, which requires that more time, effort and 
resources be devoted to that problem in the future. The large revenue 
losses involved, as well as the duty which the Service owes to those 
citizens who voluntarily comply, leave us no alternative. 

I have therefore proposed to the Secretary, and he has agreed, that 
a number of measures must be taken to bring this situation under 
control, including the placing of much greater emphasis on taxpayer 
education and assistance abroad, the development of procedures that 
will give us more effective control over both the tax returns filed by, 
and the delinquency and evasion problems involving, taxpayers 
residing abroad, and the establishment of several additional overseas 
permanent posts of duty. 


COLLECTION OF REVENUE 


Our largest activity is that of collecting the revenue. About one- 
half of our employees are engaged in this work which involves the 
processing of millions of tax returns and remittances, and includes 
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such work as verifying tax credits, making tax refunds, maintaining 
taxpayer accounts, and collecting delinquent taxes. 

You may recall that a year ago I expressed great concern over the 
tremendous volume of paperwork that is required in the processing. 
Ijam pleased to report that during the past year we have made good 
progress in our objective of eliminating paperwork. As a first step 
we have greatly simplified the 1040A return. It is now a punchcard 
form of about the size of a check, instead of a letter-size sheet. We 
are encouraging the use of this new form, and expect that it will be 
used by a greater number of taxpayers this year than formerly used 
the old-type form. 

We have established as a pilot operation, a processing center in 
Kansas City which will process all form 1040A returns received in the 
10 distriets of the Omaha region. These returns will be processed on 
the latest and most up-to-date punchcard equipment. This installa- 
tion will provide us with helpful information regarding the problems 
and costs involved in centralized and mechanized processing operations 
for the 1040A returns. 

Also we have been in constant touch with the Social Security 
Administration during the past year on a joint project to eliminate 
some of the paperwork now involved in connection with the with- 
holding and reporting of social security and income taxes. We have 
developed a plan which provides for a single wage report under the 
old-age and survivors insurance and the income-tax withholding 
systems, instead of the quarterly and annual reports now required of 
employers. Legislation is needed, however, to give effect to this plan 
and we hope that it can be enacted during the current session of 
Congress. 

In summary, while we have not yet reached the point of eliminating 
certain types of tax returns, to which I referred last year, we have 
made much progress. The results obtained under the actions taken 
up to this time will bear importantly upon the extent to which elimi- 
nation of the present type of income-tax returns for wage earners 
would contribute further to accuracy, economy, and taxpayer con- 
venience. Our objective, of course, will continue to be that of 
providing a tax administration which is the least burdensome to both 
the Government and the taxpayer and, at the same time, result in 
expeditious collection of the proper amount of taxes from each of our 
citizens. 

Over the past 2 years, we have managed to bring the mathematical 
verification of tax computations on returns to a current status, and 
now all returns are verified within the calendar year in which they are 
filed. It is interesting to note that by the end of last December 1954 
we had verified 45 million individual income-tax returns, or some 98 
percent of the 1040 returns that were received during that year, and 
found more than a million in need of change. The net yield in addi- 
tional taxes to be assessed was some $48 million. Verification of the 
tax computation is the most basic type of enforcement work, and 
obviously should cover all returns filed. This work is bringing a 
return of about $38 for every dollar expended on salaries of persons 
assigned to it. 
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ACCOUNTING FOR ASSESSMENTS AND COLLECTIONS 


A year ago I spoke of our intention to revise our accounting for 
assessments and collections along modern lines. The system has 
now been revised and installed in all the district offices. We are con- 
tinuing our effort to improve the system in the hope that the mechanics 
can be further simplified to reduce the administrative cost of operation. 

Continuing study is being given to the methods and procedures 
followed in the collection of delinquent accounts. As a part of the 
new accounting system, which I just mentioned, we have incorporated 
an improved method of controlling and administering our delinquent 
account and returns operations. For the first time in the history of 
the income tax we will know not only the amount of,accounts out- 
standing but also the number and amounts of-aecounts, by age- and 
type groups. The analysis.and evaluation of these aceounts will give 
us a new insight into the problems and workload in this area. 

You may recall that last year I forecast an increase in our warrant 
inventory to the extent that we could bring our issuance of warrants 
to a current status. As of November 30, 1954, our inventory of 
warrants was 1.7 million as against 1.3 million on July 1, 1954. We 
have brought the issuance of warrants to a current status, where to- 
day, for the first time in several years, warrants have been issued on 
practically all accounts which are past due. Also, in converting to 
our hew accounting system, we have issued many warrants on accounts 
which formerly were not placed in warrant status, e. i., military 
accounts, accounts for which offers in compromise or audit adjust- 
ments are pending, ete. 

We had anticipated that during fiscal 1955 our warrant closings 
would average approximately 180,000 warrants per month through 
the use of 6,000 collection officers instead of the 6,500 originally 
contemplated. We felt that this rate of closing would enable us to 
take care of our current issuances and reduce our backlog in a reason- 
able period of time. For the fiscal year to date, we have fallen below 
this scheduled rate of closings. However, our program of a tighter 
collection policy, improved procedures, better supervision, correction 
of the post-of-duty situation, and the transfer to clerical personnel 
of certain clerical work now being performed by collection officers is 
beginning to pay off, and our rate of closings per collection officer has 
now begun to approach the level we contemplated. 

We still have a serious w arrant situation, but continuation of the 
improvement now underway in productivity per collection officer, | 
am hopeful will initiate a downward trend in the warrant backlog. 
Be assured that we shall follow this problem closely. 


ALCOHOL AND TOBACCO TAX REGULATORY WORK 


Next I shall discuss the collection of liquor and tobacco taxes, two 
of the earliest taxes imposed under the internal revenue system. This 
function also includes the responsibility for policing the non-tax-paid, 
or bootleg liquor traffic, and providing trade practice and consumer 
protection controls over the liquor industry. 

As I told you gentlemen last year, the need for modernization of the 
liquor tax system Was so pressing that we established an Alcohol Tax 
Survey Committee to make a comprehensive study of the revenue and 





re 
la 
al 
th 
m 
m 


pI 
re 
T 
ch 
al 
in 


445 


regulatory controls then in effect. A similar study of the tobacco tax 
laws was also instituted. Both systems of control had remained basic- 
ally unchanged since their adoption in the late 1860’s. Moreover, 
these taxes were still being collected through the outmoded stamp 
method and the law imposed many archaic and unnecessary require- 
ments upon both industry and government. 

Our first undertaking was to sit down with representatives of the 
industry trade associations and prepare a preliminary draft revising 
the tobacco, beer, and wine laws for consideration of the Ways and 
Means Committee in connection with the 1954 revision of the Internal 
Revenue Code. ‘This draft represented a complete rewrite of these 
laws consistent with modern business requirements and realistic regu- 
latory control of the industries. Substantial amendments were also 
ronenes to the distilled spirits provisions. Complete euneienine was 

eached and the task was accomplished in approximately 90 days. 

These changes were incorporated in the 1954 code. Many of the 
chananen effected were far-reaching in their implications, including that 
authorizing the Secretary by regulation to substitute a return system 
in lieu of stamps for collecting liquor and tobacco taxes. 

The Alcohol Tax Survey Committee has made a number of recom- 
mendations under the first phase of its assignment, which was to de- 
velop improvements that could be made within the framework of the 
then existing law. On the basis of these recommendations certain 
changes were made on September 1, 1954, in the supervision of opera- 
tions at industrial alcohol and rectifying plants which eliminated 
approximately 75 storekeeper-gauger positions. The committee's 
studies were extended to explore further simplifications and economies 
which may be feasible under the 1954 Internal Revenue Code. I am 
confident that these studies will ultimately lead to further savings in 
manpower required to supervise the industry. 

Likewise, a plan has been developed, in cooperation with industry 
members, aimed at greatly simplifving administration of the distilled 
spirits laws. Under this plan distilled spirits and alcohol can be pro- 
duced, stored, and bottled within a single tvpe of establishment. 

f adopted, this plan will eliminate the distinctions between beverage 
and industrial production, allow proprietors to utilize all facilities in 
a flexible manner and give opportunity for the adoption of modern 
techniques and methods, make such facilities available for national 
emergency purposes at all times, and provide a uniform svstem of tax 

determination and allowance for reasonable losses of distilled spirits 
| after determination of tax and prior to bottling. The plan has 
received the acceptance and support of the industry. The drafting 
has been accomplished and it is anticipated that the legislative 
| proposals can be presented to the Congress at an early date. 

In the law-enforcement field we have been confronted with a growing 
illicit liquor problem in certain areas. Our investigative force had 
been reduced from approximately 1,150 in the vears immediately 
following World War II to 810 as of January 1954, while the tax on 
(distilled spirits continued at the wartime levels and was further in- 
creased in 1951. We have endeavored to meet this problem by 
reducing the need for supervision at legally established liquor plants 
} and using the savings for field enforcement. 

These savings, which developed from the consolidation of the aleohol 
F and tobacco tax field forces, the reduction in the storekeeper-gager 





446 


force already referred to, and the lapsing of storekeeper-gager positions 
in anticipation of further curtailment of plant supervision, made it 
possible to add 150 investigative positions for enforcement purposes, 
We still have less than 1,000 investigators to police the illicit liquor 
traffic, but it is anticipated that further economies in our supervision 
of legal liquor plants will enable us to add, if necessary, to the staff of 
investigators assigned on the eastern seaboard and in the Southeastern 
States where the major illicit liquor traffic exists. 

Liquor and tobacco tax administration has already experienced 
considerable change as the mandatory provisions of the 1954 code 
have been incorporated in revisions of the regulations, which were 
effective on January 1, 1955. However, there remain many areas 
for development of new administrative procedures, since the new 
code eliminated most of the detailed requirements of liquor control, 
leaving room for discretion and judgment. The next year should 
see a great deal of constructive accomplishment in the field of liquor 
and tobacco tax administration. 


TAX FRAUD AND SPECIAL INVESTIGATIONS 


I turn now to tax fraud and special investigations. Enforcement 
activities relating to fraudulent or criminal violations of the internal- 
revenue laws are the responsibility of our field force of special agents. 
You may have read in a recent news release that during the past 
year 542 persons, a 10-percent increase over the previous year, were 
successfully prosecuted for criminal violations of the tax laws. The 
Revenue Service made this possible, because all such cases originate 
with and are perfected by our people. 

During the fiscal year 1954 the Intelligence Division investigated 
more tax fraud irregularities and recommended prosecution in a 
greater number of cases than in any previous year. The additional 
special agents provided by the supplemental appropriation granted 
by Congress for the fiscal year 1955 will give added strength to the 
vigorous enforcement program which we already have underway. 

We have stressed the necessity for a well-balanced program covering 
all types of violations, all forms of taxes and all classes of violators. 
The Supreme Court in December ruled favorably on the use of the 
net worth method in ‘criminal tax cases. We have used this tech- 
nique for many years in investigating tax evaders who failed to keep 
adequate records or kept no records at all. There never has been 
any doubt in our minds about the validity of it. It is as old and 
trustworthy as modern accounting. We expect these decisions to 
aid us materially in pursuing those tax violators who persist in ignoring 
our revenue laws. 


NEED FOR INCREASED LEGAL STAFF 


As expected, rejuvenation of enforcement effort generally and en- 
largement of our fraud investigation activities particularly is being 
followed by increased need for legal services. For effective and 
prompt presentation of fraud cases the special agents and enforcement 
attorneys work together as a team. As the number of agents engaged 
in investigative work increases the legal staff must be increased to 
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insure Maximum return upon the investigative officers’ efforts. Fail- 
ure to provide necessary legal services would result in costly delays 
and might impair the effectiveness of the whole enforcement program. 

With the tremendous increase in the number of taxpayers over the 
past 10 years the decentralization of responsibility and work to the 
regional and district offices, the number of legal problems on the day- 
to-day collection work has greatly increased. With this increased re- 
sponsibility, the district directors require additional legal services 
which must be given in the interests of economy and efficient adminis- 
tration. 

Section 6405 of the 1954 Revenue Act provides for legal review of 
overpayment cases involving income and excess-profits taxes and estate 
and gift taxes, where the amount is in excess of $100,000, and a report 
of each allowance to the Joint Committee on Internal Revenue Taxa- 
tion. Formerly the amount was $200,000. It is estimated that this 
change will increase the legal workload in this area by some 75 percent. 
Any delay in prompt consideration and disposition of these cases results 
in the payment of interest by the Government in amounts greatly in 
excess of any amounts expended for adequate review personnel. 

We are requesting in this budget an increase of $750,000 for addi- 
tional staff for these three areas—enforcement, civil advisory and 
review work. I am happy to be able to report that during the past 
year economies and improved operations have resulted in a reduction 
of about 56 man-years in the national office in attorney and clerical 
personnel. These savings have been transferred to the field, thereby 
reducing accordingly the request for additional personnel in this 
estimate. 

TAXPAYER CONFERENCES AND APPEALS 


Last year I called your attention to the fact that we were con- 
fronted with substantially excessive inventories and insufficient per- 
sonnel in the Appellate area. The consequence was that there was 
an overly long timelag involved before we could inform taxpayers 
of their finally determined liability and a resulting delay in getting 
a substantial amount of revenue into the Treasury. 

As a result of putting additional people on this work, beginning 
in fiscal 1954, very substantial improvements were made in bringing 
the workload of the Appellate Division close to what might be called 
current status. Thus, the 30,000 cases which were pending on July 1, 
1953, had been reduced to slightly less than 20,000 by the end of 
November 1954. During the same period, taxpayers accepted Appel- 
late Division determinations calling for the assessment of $278 million 
additional tax and penalty. Also in that 17-month period, and after 
taking into account new appeals, the outstanding balance of addi- 
tional tax and penalty in controversy has been reduced from $1.4 
billion to $1.1 billion. 

Continuing attention and effort in this area are necessary. On the 
basis of the number of employees presently allotted to this activity, it 
will be possible to continue our concentration on the reduction of 
workload to the point where taxpayers will have appellate facilities 
promptly available to them so that their problems can be considered 
and resolved as quickly as taxpayers are ready to present their cases. 


58681—55——29 
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INTERNAL AUDIT AND SECURITY WORK 


Our Inspection activities consist of the internal audit and interna] 
security work within the Internal Revenue Service. Last year, | 
told this committee that we anticipated increased activity in both the 
internal audit and internal security fields but that we anticipated we 
could handle the increased workload without an increase in manpower, 

This has been accomplished. The internal audit program has been 
established on a sound basis, and has been expanded beyond the inter- 
nal audit of financial transactions to include all phases of the internal 
operations and management of the Revenue Service. The informa- 
tion provided through this new program during the past year has been 
very revealing and most helpful. 

In the internal security activity, we completed 3,253 investigations 
of employees and prospective employees during last fiscal year, in- 
cluding 1,295 cases involving allegations of acts of misconduct of 
one kind or another on the part of employees. These investigations 
resulted in 505 adverse actions. All investigations involving em- 
plovee misconduct are closely coordinated with “those being conducted 
by the Department of Justice and all criminal violations are promptly 
referred to that Department for prosecution. These referrals resulted 
in 39 convictions. 

This work will continue to expand during the current and forthcom- 
ing budget years, since the program is new and has not yet been 
advanced to full stride. The internal audit goal is a comprehensive 
internal audit of all regional and district activities at least once a year. 
The pending caseload of conduct inve stigations, which has consistently 
remained between 450 and 500, very ‘probably will increase as the 
internal audit activity is stepped up, while the volume of character 
background investigations will be increased by the expanded employ- 
ment program as well as by the carrying out of necessary background 
investigations of a proportionate number of incumbent employees 
who have not been investigated as required under current established 
procedures. 

Again, however, we believe the expanding workload can be handled 
with available manpower as we shall continue to improve our auditing 
and investigative methods and techniques to increase the production 
as well as the quality of our work. 


REGULATIONS AND RULINGS UNDER CODE 


Our tax-rulings problem during fiscal year 1954 was primarily one 
of reducing a large backlog of requests for rulings under the 1939 code. 
This work was brought to a current status and we received many 
letters from taxpayers commending us highly for prompt service and 
more understandable rulings. We expect a big increase in the number 
of requests for rulings under the newly issued regulations covering the 
1954 code. Incidentally, our efforts to issue those regulations has 
been quite a job, but the aor? and quality of the work our techni- 
cal people did on this project, as well as their fine work in assisting 
congressional committees with the development of the new code, have 
been of the highest order. 

We are continuing the policy, which I discussed with you last year, 
of publishing an increased number of rulings. 
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In the whole area of rulings, regulations, and technical services, 
we have endeavored to eliminate inequities, reduce areas of contro- 
versy, provide a better understanding and clarification of major 
problems and issues, eliminate irritants to taxpayers, and generally 
improve service to the public as well as to our own field pe ople. 


ORGANIZATION AND MANAGEMENT OF THE SERVICE 


A year ago I reported to you on the organization and management 
problems still confronting us at that time, and also on the need for 
strengthening our administrative services to provide adequate sup- 
ports to the Service’s basic programs. It pleases me to be able to 
tell you today that we have made very satisfactory progress in 
accomplishing what we set out to do. 

The organization of the Internal Revenue Service is on a sound 
basis. The impact of the reorganization of the Service, with its 
disrupting influences, is now largely behind us. The one important 
organization job which has not yet been completed is the matter 
of ‘reducing the number of local offices to obtain the benefit of mass 
operations “and closer supervision. I was hopeful that this problem 
would be solved long before now, and so indicated to this committee 
last year. However, I can report to you now that we are very close 
to its solution, and will reach firm decisions on the location of local 
offices in the next few months. By the end of the year we should 
have our local offices cut down to the number which will provide us 
with the best pattern for administering our field activities and pro- 
viding essential services to taxpayers. 

The administrative programs relating to personnel, budget and fiscal 
matters, training, public information, and administrative services are 
off the ground and pulling their share of the load. We are requesting 
increases in the administrative area for only two items—equipment 
and furniture replacement, and housing. 

We have evaluated the condition of our furniture and equipment by 
taking a complete inventory of these items. Much of this equipment 
and furniture is old and in poor condition—according to General 
Services Administration replacement standards, 40 percent of our 
equipment and 15 percent of our furniture should be replaced. We 
propose to make a start toward getting this load off our backs by re- 
placing, during the coming year, one- -fourth of the substandard equip- 
7 and furniture. To do this we are requesting an additional 

1,500,000. 

The space situation in our field offices has been vastly improved. 
Much of our work in consolidating office space in single buildings and 
in housing our operations in more suitable quarters is behind us. 
However, we still have many housing problems. For these and other 
improvements we are asking $1,200,000, and I should add that this 
amount is for improvements not budgeted for by the General Services 
Administration. 

That, gentlemen, concludes my report to you. I shall be pleased 
to elaborate further upon any phase of our activities concerning which 
you have questions. 
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BUDGET JUSTIFICATION DATA 


Mr. Gary. We will insert page 148 of the justifications in the rec- 
ord at this point. 

(The matter referred .to is as follows:) 
APPROPRIATION TITLE: 


SALARIES AND EXPENSES, INTERNAL REVENUE SERVICE 


Analysis of appropriation base for fiscal year 1956 


Regular appropriation, 1955 act 
Supplemental appropriation for 1955 


Total appropriation, 1955__--__- 
Deductions: 

. Collection of revenue 

Audit of tax returns___- ee ees 

_ Tax fraud and special investigations__- Dat eu 

Taxpayer conferences and appeals_------_--_-- 


$1, 559, 636 
560, 346 
561, 175 
218, 750 


2, 899, 907 


Additions: 

Rulings, technical ens. and special tech- 
nical services- -__--- 

Collection of revenue 
Audit of tax returns___--_- 
Tax fraud and special investigations- dat etd 
Alcohol and tobacco tax regulatory work_-_-__ 
one conferences and appeals____ 


Inspec tion ee 
Statistical reporting 


10. Executive direction___ 


Adjustment in base (net) - 
Appropriation base for 1956 


Increase over appropriation base for 1956___- 
Appropriation estimate for 1956_ 


940 


Increase or decrease from total appropriation, 1955 


Appropriation base 
for 1956 
eae Average 


Average san 
Avera positions 


positions 


Amount 


1. Rulings, technical planning, 
and special technical services 
2. Collection of revenue 
3. Audit of tax returns 
4. Tax fraud and special investiga- 
tions 
Alcohol and tobacco tax reg 
tory work 
Taxpayer conferences 
peals 
. Legal services- 
. Inspection 
. Statistical reporting 
. Executive direction- 
Total. 
Adjustment in base (net 
Total, appropriation 1955, 
and appropriation estimate 
Me See 2c caee i ' -| 52,549.2 


623. 6 
19, 003. 


2, 260. - 
ula- 
3, 739. 
and ap- 
, 446. 
1, 139. ¢ 
521. ‘ 
376. ¢ 
463. £ 


54, 53 1.9 9 


273, 662,000, 54, 531.9 


Appropriation esti- 
mate for 1956 


Amount 


$3, 848, 475 
115, 879, 791 
105, 357, 262 

14, 299, 945 

21, 901, 057 

9, 890, 047 
6, 908, 354 
3, 696, 978 
1, 685, 1 23 


"286, 000, 000 


286, 000, 000 


Average 
positions 


+1, 488. 0 


+153. 0 | 
“+1, 641.0 0-11, 20, 725 


+1, 982. 7 


bits Se Sebeiees . $265, 912, 000 


7, 750, 000 
273, 662, 000 


+1, 136, 
274, 798, 
11, 201, 
286, 000, 


-12, 338, 000 


C Vomparison of appropriation base with appropriation estimate for 1956 


Increase or decrease 


Amount 


+-$1, 865, 256 
+8, 141, 348 


+-65, 725 
+330, 969 


+24, 984 
+773, 443 


Ih 


+341. 


+1, 136, 


+12, 338, 000 





451 
SELECTED WORKLOAD DATA 


Mr. Gary. Will you, Mr. Andrews, consolidate, with the appropri- 
ate headings, the various workload tables in the justifications and 
insert them in the record? 


Mr. ANDREws. Yes, sir. 
(The matter referred to is as follows:) 


Selected workload data 








1954 actual | 1955 estimate | 1956 estimate 


| 


Activity 1. Rulings, technical planning, and special technical | 
services: 
Rulings and advisory opinions 62, 420 63, 565 65, 000 
Regulations, legislative analysis, drafting, forms, and | 
reports_...--- aha . 3, 832 | 4, 203 4, 500 
Research, analy sis, ‘digesting for publication of rulings... — 3, 147 3, 600 4, 000 
Activity 2. Collection of revenue: | 
Returns received and processed 89, 101, 724 89, 250, 000 89, 400, 000 
Tax computation and verifications...................-...-| 58,497,514 58, 600, 000 | 58, 700, 000 
Refunds and credits scheduled | 33,073,759 | 33,150,000 33, 250, 000 
Information documents sorted and matched - -- ---- | 178,193,451 | 175,300, 000 175, 300, 000 
Notices issued for delinquent accounts and current install: | 
ments due ’ | 23,517,000 27, 000, 000 | 27, 000, 000 
I 2, 075, 235 2, 190, 000 2, 150, 000 
eee and other inv estgiations ee 1, 237, 856 1, 100, 000 1, 100, 000 
Activity 3, Audit of tax returns: 
Office audits 1 Ns 1, 144, 000 | 1, 200, ¢ 1, 250, 000 
Field audits !___- 560, 000 q 880, 000 
Offers in compromise investigations... 13, 872 ,8 15, 507 
Activity 4, Tax fraud and special investig: ations: | 
EE ESS IE Ee EE ERD LE Pe + eee E 17, 718 i 22, 300 
BUMTGUUNOTIG TNVORLINALIONS. . . oc conan s coe ccn ce cwaccccee | 7, 063 5 6, 750 
Activity 5, Aleohol and tobacco tax regulatory work: 
Investigations made (exludes retail and wholesale dealers | 
without FAA permits) 86, 620 94, 100 97, 700 
Investigations made (retail and wholesale dealers without | 
FAA permits) 95, 307 95, 000 5, 000 
Stills seized 11, 266 12, 800 3, 600 
Mashed seized (w ine a i ; 6, 722, 850 7, 450, 000 | , 000 
Arrests_-_ 9, 344 10, 300 , 000 
Inspections (includes retail ‘and wholesale dealers with | 
I I Sos en eee as en wea 57, 318 63, 500 500 
Activity 6, Taxpayer conferences and appeals: Cases closed _- - = 21; 687 23, 800 | 3, 900 
Activity 7, Legal services: 
Litigat ion: | 
UN OI od ee eT ee a ae 6, 480 6, 670 
a a ee ee ee ee 1, 201 1, 400 
Enforcement: 
Fraud cases 1 
Alcohol and tobacco tax cases 9 
Claims: Claims against estates, bankruptcy, and receiver- | 
ship proceedings -___ 10, 000 7, 600 600 
Review of overassessments and proposed refunds in excess 
of $200,000 ($100,000 under Internal Revenue Code of | | 
1954) _- a 304 | 400 400 
Technical: Technical rulings and opinions. : . we 1, 946 | 2,000 2, 000 
Activity 8, Inspection: 
Office audit examinations 2... _..........--------------- 258 325 340 
Applicant. cl aracter investigations._-..------------------- 1, 958 4, 500 5, 500 
Personne! conduct investigations...........--.------------] 1, 295 1, 100 100 
Activity 9, Statistical reporting: | 
Returns and reports received for processing - - aia 983, 000 | 996, 000 1, 004, 006 
Returns and reports coded. _-_._---- Ja, ; 5 897, 000 | 1,016, 000 944, 000 
Returns transcribed and edited_......_.-- a 279, 000 351, 000 290, 000 
Cards punched and verified __- a uaa 5, 860, 000 5, 140, 000 5, 170, 000 
Cards tabulated (machine passes) - Je --| 112,120,000 | 92,350, 000 102, 250, 000 
Tables issued: | 
Number of table pages_ dekawses Le , 970 3, 930 | 3, 440 
Number of text pages - , 350 1, 340 | 1, 230 





, 758 | 1, 750 
, 546 9, 700 





‘Income, estate, and gift tax returns only. In addition, other returns examined in 1954 amounted to 
198,000. 


2 Workload measurement changed fiscal year 1955 to count of complete office audits. 1954 actual in- 
cluded 166 such examinations. 
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NUMBER OF REGIONAL OFFICES 


Mr. Gary. Mr. Commissioner, we thank you very much for this 
very full, comprehensive, interesting, and encouraging statement with 
reference to the operations of your Department and the progress that 
you are making. You stated that you have about concluded the 
reduction in the number of district offices. When the Reorganization 
Act was first passed in 1952 my recollection is that it provided that 
there should be set up not more than 25 district offices. 

Mr. Anprews. That is what we now call a regional office. We 
switched the name. What used to be called regional district offices 
we now call merely regional offices. 

Mr. Gary. The original Reorganization Act provided for the 
establishment of not more than 25 regional offices; 17 were actually 
established. 

Mr. ANpREws. Yes. 

Mr. Gary. You came in last year, I believe, or the year before last, 
and stated that you could save $2 million by reducing the number from 
17 to 9. You have now completed that reduction? 

Mr. ANprEws. Yes, sir. That has been completed for quite some 
time. I did not mean to give you the impression that was something 
we accomplished this year. However, the regional offices are func- 
tioning well now on the basis of nine for the entire country. 

Mr. Gary. Has it resulted in the savings that you anticipated? 

Mr. Anprews. Yes; it has. We also know that it is essential to 
have these regional people to watch operations of the 64 district 
offices. The district offices are what you might call the State offices, 
where the operations are being carried on. 

Mr. Gary. The thing that gives me some concern is that this 
committee also handles the operations for the Post Office Department. 
They are just beginning their decentralization program. I think 
they contemplate establishing 15 regional offices. 

Mr. AnprEws. They have a bigger problem than we have. 

Mr. Gary. They may have. There may be some justification for 
it, but I question very seriously whether that will not be overdecen- 
tralization, as was the original plan in the Revenue Department. 

Mr. ANDREWS. They have, as I recall—I may be wrong about these 
figures—about 500,000 people in the Post Office Department. Am I 
right about that? 

Mr. Gary. Yes. 

Mr. AnpreEws. Of course, they have a great many more post offices 
than we do offices. They have 40,000 post offices. We only have 
1,500 offices of 1 kind or another. About 600 of that 1,500 are 1- and 
2-man offices. They have vastly greater problems than we have. 
I am not surprised that they are se eking 15 regional offices. 

Mr. Gary. It seems to me there would be some advantage in 
having these decentralized departments regionalized on some uniform 
basis. I wonder if it would not be better to have the various depart- 
ments broken down into similar regions. That would not be practi- 
cable because of the differences in the departments, but when we 
first started out to regionalize I think most of the regions were 
determined largely on the basis of the Federal Reserve bank regions. 

Mr. ANnprREws. We, of course, toved with the idea of 12 regions, 
too, that would coincide with the 12 Federal Reserve districts, but 
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we soon found that that would not apply to our situation, and I 
would imagine that it would be rather difficult to justify an exact 
coincidence of regional offices, for instance, between the Post Office 
Department and the Revenue Service. 1] do not think that you 
could do that. I may be wrong. Frankly, we never thought about it. 
I do not know what the problem of the Post Office Department is in 
any detail, but I do know what ours is and I do not quite see how 
we could increase the number of our offices or, conversely, they 
could decrease the number of theirs. 

Let me give you an example of where we started from. In the 
State of Michigan, for instance, there was only 1 district office when 
we came in and 1 regional office. There you had the silly situation 
of a regional office having responsibility for only one district office, 
so of course we abolished the regional office in Michigan and joined 
Michigan with Wisconsin and Illinois under a regional commissioner 
at Chicago. If we were to attempt to increase ours we would probably 
run into considerable difficulty. In our setup we have to give a 
good deal of weight to the relative workload. When we took over, 
as I recall the figures, out of those 17 offices we had the workload 
running all the way from 1,100,000 returns to about 11 million returns. 
In other words, there was a ratio of 10 to 1 as between the workload 
and yet those offices had relatively the same staff. That did not 
make any sense. What we did in working out our regional setup 
was to get our workload as nearly equal as it could be made, bearing 
in mind always that there is a very old principle of overhead that 
| unit of overhead can carry a very wide range of operations as 
between a minimum and a maximum, and that was to a large extent 
a very heavy factor in our determination ot 9 regions. Some wanted 
to bring it down to even 6, but we settled at 9. There is no magic 
in it. I would not swear that is the best number. I think right 
now it serves our purposes very well. 

Mr. Gary. You have no plans for making any changes any time? 

Mr. Anprews. No; we do not plan to change that setup. We do 
not plan to change the number of district offices either from 64 unless 
we should decide to establish our overseas operations under an over- 
seas district director. We might do that, but that would be a small 
thing, in any event. 


REDUCTION OF ONE- AND TWO-MAN OFFICES 


We do plan, however, to reduce the number of 1- and 2-man offices 
very substantially so that instead of having 1,500 offices we would, 
I feel, wind up with somewhere between 900 and 1,000 offices alto- 
vether. The reason for that is that these 1- and 2-man posts of duty 
create a very difficult administrative problem, plus an anomalous 
situation. The anomaly comes about this way: The people are there 
to render a service to the taxpayer, but in most cases there are not 
enough taxpayers to keep those fellows busy, so if they stay in the 
office, they are not doing anything. What we are driving at all the 
time is to get our organization under control and gain maximum use 
of every person. When you have a 1- or 2-man office with nobody 
there to supervise it there is a very good chance that in the spring he 
is going to be tending the garden instead of collecting taxes, so we 
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are trying to get this thing in shape where we can know that our 
people are working. 

Mr. Gary. Can you give us some idea of the savings in the reduc- 
tion of these offices? 

Mr. AnpreEws. Very frankly, we cannot a that out. I say with 
equal frankness that there may very well be cases where there would 
not be any dollar saving, but we are confident that it would be a better 
administration of the tax laws and therefore better internal revenue 
service. 

UNIFORM INTERPRETATION AND ADMINISTRATION 


Mr. Gary. Do you have any difficulty with uniform interpretation 
and uniform administration as between the various regions? 

Mr. Anprews. Frankly, it is so small that it is hardly worth 
mentioning. I heard that we would have a great deal of difference of 
judgment. It was pure myth in my opinion. It was just a bugaboo 
that people built up. They said, “You will never get uniform deci- 
sions on this thing.’ It is just no problem at all. 

(The following additional statement was supplied by the Depart- 
ment:) 


These are the major steps used to secure uniformity on technical issues among 
the various regions: 

1. National office rulings are published in the Internal Revenue Bulletins and 
copies are provided for use of internal-revenue agents. 

2. Technical coordinators and assistant technical cgordinators in the field offices 
are charged with the responsibility of advising the national office of any technical 
or procedural problems which require clarification in order that uniform and con- 
sistent application of the revenue laws and policies of the Revenue Service are 
obtained. 

3. Selected cases are post reviewed in the regional office. Copies of all excep- 
tion and advisory letters expressing disagreement with the treatment of technical 
issues in cases closed by the district offices are sent to the national office for study 
and ruling or other action necessary to achieve uniformity. 

4. All informal conference reports are post reviewed in the regional office. 
Copies of all informal conference reports are also sent to the national office for 
analysis. This analysis is also directed to uniform handling by all regions (and 
districts) of like issues. Two teams from the national office Audit Division, con- 
sisting of two men each, visit each regional office twice a year and take with them 
copies of the informal conference reports for each region. They review the reports 
with regional offices to insure uniformity on technical issues. 

The Appellate Division furnishes the Audit Division in the national office a 
monthly report of all cases in which issues were overlooked by the internal- 
revenue agents. Regional offices are then called upon to explain why such issues 
were not discovered by the agents. 

6. Appellate Division action memoranda are furnished the review staff of the 
district offices. A study and review of the memoranda are made by the regional 
analysts during their visitation to the district offices. 

Mr. Gary. How do you handle your legal decisions under the 
system? 

Mr. Anprews. Of course, all of our new rulings are given in Wash- 
ington. The only ruling that a person in the field can ‘make is giving 
what we call a letter of determination. There the director can give a 
ruling in the form of a letter of determination, which is reviewed in 
Washington, though not before it becomes effective. It is retro- 
actively reviewed. Therefore, the directors cannot possibly go 
very far wrong because the only thing they can rule on are things as to 
which the law and regulations are pretty clear, and any director knows 
what they are. If it is a new or novel thing, it comes to Washington. 
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In addition to that, our Technical Division in Washington is 
watching all the time the decisions made in the field. Our internal 
auditors, as they go around, see whether or not there is uniformity 
between districts and between regions. We think we have about as 
good a check on that as anybody could get. 


PLAN FOR ABOLISHING INCOME-TAX RETURNS IN THE LOWER BRACKETS 


Mr. Gary. Would you give us a somewhat detailed explanation, 
though not too elaborate, of the plan which you are advocating now 
for abolishing income-tax returns in the lower brackets? 

Mr. Anprews. Yes, sir. That is very simple. We have in the 
United States today, we estimate, approximately 35 million people 
who could use the simplified Form 1040A. Not all of them are using 
it. We are trying a little experiment in St. Louis this year and as of 
the last report that I got from them, 60 percent of all the returns 
filed with them were 1040A’s. 

Mr. Gary. Do you have one of those forms here? 

Mr. AnpreEws. I do not have one with me, but I can bring one in 
the morning. There are estimated to be around 35 million people 
who could use Form 1040A. That form is usable only by people 
with incomes up to $5,000 and whose incomes are derived principally 
from salaries and wages. When that maximum was set the situation 
was very different than what it is today. That $5,000 limitation as 
to the use of Form 1040A was set at a time when $5,000 meant an 
awful lot more than it does now, and there are a great many people 
today with salaries or wages above $5,000 who have no other income 
and could very well use this form. We propose to examine the prac- 
ticability of increasing the maximum. ‘The plan itself simply involves 
using information that we already have that employers report to us 
as to income paid to these people and as to the tax withheld from 
their salaries. 

With that information in hand we do not have to do anything else 
except to learn whether or not they want the standard deduction and 
how many dependents they have, and we have easily provided for 
that by a slight revision of the W-2 and the W-4, so that they certify 
to their employers that information and then it comes in to this joint 
operation of the Social Security Administration and ourselves, and it 
just goes in the hopper and out the other end comes what the Social 
Security wants and what we want in the way of bookkeeping or proces- 
sing this bill or statement of refund, as the case may be. That is how 
simple it is and you wonder why it was not done long ago. 

Mr. Gary. What is the present status of the plan? 

Mr, Anprews. An interim proposal, out of which the plan that I 
have just outlined for you, could evolve, has been approved by the 
Social Security Administration, by Secretary Hobby, and it looks like 
the legislation on this interim proposal ought to be presented pretty 
soon now. Their people and our people have gotten together, and it 
is a good thing for them and it is a good thing for us. 

Mr. Gary. What is the attitude of the joint committee? 

Mr. Anprews. It has not yet been before the joint committee. 
Last year Chairman Reed, of the Ways and Means Committee, had 
so many other things to do that he did not even have a chance to get 
into this, and therefore it did not get to the joint committee. Of 
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course it will go to them and they will have to be briefed on it. We 
will have to brief the Ways and Means Committee, but we have charts 
and blowups, and things of that kind which, incidentally, make a 
rather interesting session. 


REQUEST FOR 1,000 ADDITIONAL AGENTS 


Mr. Gary. You are asking for a thousand additional revenue agents, 
as 1 understand, for 1956. What is the current employment figure? 

Mr. ANprREws. You mean total employment figure? 

Mr. Gary. Yes. 

Mr. AnpreEws. The total employment figure at the present time is 
51,340. 

Mr. Gary. What is your current employment figure as to revenue 
agents? 

Mr. AnpreEws. As to revenue agents, we are planning to wind the 
year up at 11,114. 

Mr. Dex. There are now on the rolls 10,894. 

Mr. ANpREws. We are moving up on that because we are beginning 
now to employ the additional men you permitted under the supple- 
mental appropriation. 

Mr. Gary. How many of the approximately 1,450 new revenue 
agents provided for by the 1955 funds have been hired to date? 

Mr. De.x. We would go up to 11,114. 

Mr. Gary. How many new men provided by the act have been 
hired during the year? 

Mr. Deux. You are probably referring to the 645 additional agents 
we provided for from savings in the 1955 base plus the 800 additional 
agents we requested in the supplemental. However, the supplemental 
request was reduced by $2 million which with the absorption of some 
fringe benefits cut the 800 agents to 417, thereby reducing the total 
to 1,062. Of these, 43 were on the rolls on June 30, 1954, 510 were 
not hired in order to retain experienced office auditors, as explained 
in the justification for the audit activity, 289 have since been hired 
and we are now in process of hiring the remaining 220. 

I might point out, Mr. Chairman, because of the funds not becoming 
available until later and other budget costs, we could not begin until 
this month to put additional ones on. We put a few on in December 
and the major part of them we put on in January and are to be put 
on in February. As you will notice, of our increase this year, some 
$1,100,000 is to annualize the cost of those put on in 1955 which were 
not budgeted on a full-year basis, if you recall, Mr. Chairman. 


RECRUITING AND TRAINING NEW AGENTS 


Mr. Gary. Are you having any difficulty recruiting and training 
these people? 

Mr. Deux. As to recruiting, no, sir. We are able to put them on 
just as fast as our funds will permit us. As to training, we are having 
a little more difficulty in training for the simple reason that we have 
the whole 1954 code training to do in addition to training new men. 
However, the cost of training the new men is not any greater. 
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Mr. Gary. Do you think you will be able to recruit a thousand 
new men next year? 

Mr. Deux. Yes, sir; at this time we see no difficulty. Our new 
type of examination to date has provided ample new applicants for 
these jobs. 

Mr. Anprews. I might say in that connection, Mr. Chairman, 
that the establishment of this school at the University of Michigan, 
the personnel policies that we have adopted, and the character of the 
men that we have in charge of our training programs, that and, if 
I may say so, the return of public confidence in the Revenue Service 
have all combined to make our employment problem very much less 
of a problem, notwithstanding the high level of employment that 
exists today. In other words, whereas when we took over there was 
nobody in the academic world who would recommend to anyone that 
he go to work for us, now we do not find that resistance. It is dis- 
appearing and we are able to get a whack at some of the best young 
people coming through the schools. 

Mr. Gary. What is your experience with reference to holding these 
men? 

Mr. Anprews. When I was here last time I think I told you then 
that I was not a person who got terribly excited about turnover. As 
a matter of fact, I think a certain amount of turnover is good for an 
organization. It is not to be expected that every man that we hire, 
or even any very large percentage of the people we hire, let us say, in 
the agent field or Tewheeb, but particularly in the agent field, 
going to want to stay with the Government forever if they are ambi- 
tious Americans. They are going to want a wider range of SpReetHy 
nity than we can afford them and they will stay with us for 4 and 5 
years, and maybe longer, and then move out into some other field, 
That does not w orry me for this year. Because of the cadre that we 
are now developing through our training program, there are always 
going to be enough who are going to make it a career to assure a well- 
rounded organization, especially when you can begin with the kind 
of people you need, so I am not worried about them leaving. 

I might say when they go to the training school we put them under 
an obligation not to leave for 3 years. They must stay with the 
Service for 3 years. 


COMPARATIVE STATEMENT OF EMPLOYMENT 


Mr. Gary. Will you bring this table which appears on page 572 
of the Treasury hearings of 1955 down to date? 

Mr. ANpREws. You mean as to the 1955 budget? 

Mr. Gary. Yes, as to the 1955 budget, and I would like for you 
to add the estimates for 1956. 

Mr. Dex. Mr. Chairman, as to the table on page 572, may we 
break that down to show all enforcement personnel, as we have tax 
investigators, alcohol-tax investigators, and so forth, that are now 
lumped in this table of ‘‘All others’? It would supply more specific 
categories for you. 

(The information requested is as follows:) 
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Comparative statement of employment, fiscal years 1945-56 


| | Sle tt ea PPT 
| 
Collection | Revenue} Office | Special Otheren- | Totalen- | All 


“yeneee > oi ; cnt | Jorcement | forcement 
officers agents auditors) agents personnel '| personnel others 


Fiscal year Total 





i | 
8, 767 4,401 |22,000| 357 24,380 | 19,905 | 29,909 | 49,814 
11, 312 7,904 | 2,599| 1,244 24,790 | 27,849 | 31,844 | 59,693 
10, 777 7,435 | 1,889 | 1,067 2 4, 686 25,854 | 26,976 | 52,830 
8, 022 6,298 | 2,067 | 1,006 4,071 21, 464 | 30,679 | 52,143 
8,698 | 6,962 | 2,492] 1,163 3, 649 22,964 | 20,302 | 52,266 
10,174| 7,705 | 3,194 | 1,283 3, 840 26,196 | 29,355 | 55, 551 
10,634 | 8,147] 3,296| 1,251 3, 795 27,123 | 30,672 | 57,795 
10,300| 7,815 | 3,278| 1,218 3, 593 26, 204 | 29,166 | 55,370 

s Meaneiiiastiaeanal 9,074 | 7,601 | 3,064] 1,210 3, 678 24,627 | 28,836 | 53, 463 
1954..__.- 2 6,877 | 10,605 | 2,430 | 1,277 3, 646 24,835 | 26,576 | 51, 411 
1955 3 5,794 | 10,894] 2,099| 1,300 3, 655 23,742 | 27,598 | 51,340 

















1 Includes alcohol-tax inspectors, alcohol-tax investigators, storekeeper-gaugers, and returns examiners. 
2 Estimated figures. 
2 As of Jan. 29, 1955. 


APPROPRIATIONS, COLLECTIONS, RETURNS, AND PERSONNEL 


Mr. Gary. We would be glad to have you do that. We would like 
to have the information as complete as we can get it. Now, you have 
in here the tables showing the collections by years. 

Mr. Detx. I can give you that. 

Mr. Gary. That will go in with the workload tables that I asked for. 

Mr. De x. All right, sir. 

Mr. Gary. We will insert that at this point in the record. 

(The information referred to follows: ) 


Comparative statement of appropriations, gross collections, number of returns filed, 
and number of employees, fiscal years 1945-56 





| | 
} | Employees on rolls, 
Snail | Returns filed close of year 
| Appropria- | Collections |__ 
| tions amount amount | 
| (thousands | (thousands Percent > 
| a >) o 

of dollars) | of dollars) increase ' E ercent 

.,| Number | increase 

or decrease over 1945 
| over 1945 


Fiscal year 


| Number 
| 


ilents . a - ES wade 


1945 ‘ 146, 900 43, 800, 388 83, 828 49, 814 


1946__. iskcdsacesl 176,650 | 40,672,097 | 81, 448 
1947 _. : 204,417 | 39,108,386 | 91,724 
1948... $ 188,000 | 41,864,542 | 93, 810 
1949 ae 210,859 | 40,463,125 | 92, 842 | 
1950 eS 230,500 | 38,957,132 | 89, 270 
1951 : 3 : 246, 820 50, 445, 686 | 82, 625 
ia a area 273,000 | 65,009,586 | 89, 295 
ea 270,000 | 69, 686,535 | 93, 208 
1954 iateediel ceased 269,600 | 69,919,991 | 88, 859 
1955. ide bess tems 273, 662 | 1 65, 059, 000 | 1 89, 250 


— 


SHNMK PMP HPP 
Swaewonow ow 


59, 693 
52, 830 
52, 143 
52, 266 
55, 551 
57, 795 
55, 371 
53, 463 
51,411 
151,400 


POM A POom op 
aAcnartawnor@e 
—e 


_ 











} 


1 Estimated. 


EMPLOYMENT BY MONTHS 


Mr. Gary. In addition, could you give us a table showing the em- 
ployment by months for the year 1955? 

Mr. AnpreEws. All right. 

(The information referred to follows:) 
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Comparative statement of employment—Fiscal years 1955 and 1956 


| | 
| Oeren | otal en-| 

Special |forcement|forcement;} All 
agents | person- | person- ne 
\ 
| 
| 


a Total 
agents | auditors ota 
bi nel ! nel 
| 
| 
| 


620 24, 742 | 26, 521 


637 | 24, 646 | 26, 540 
616 | 24,494 | 26, 458 
577 | 24, 260 | 26, 413 
569 | 24, 065 


| 
| 
| 
| 
July 1954 10, 699 | | 
August 10, 840 
September 5, 6 10, 837 
6, 397 10, 878 
i a 6, 093 11,041 | 
December - 6, 021 11, 049 | 
January 1955. ......-.--- 5, 794 10, 894 
June 1955 ? 6, 000 11,114 
June 1956 2 6, 000 12, 126 


wn 
o 
= 


1, 268 | 
1, 270 
1, 267 | 
1, 259 
1, 273 | 
1, 273 | 
1, 300 | 
1, 657 
1,615 


51, 263 
51, 186 
50, 952 
50, 673 
| 26,410 | 50, 475 
592 | 24,006 | 26,415 | 50, 421 
655 | 23,742 | 27,598 | 51,340 
800 | 24,971 | 26,429 | 51, 400 
, 796 | 25, 937 27, 563 | 53, 500 
| 


NNNNNNNWNS 
BOSS 
SSizets 


pe.90.90 $0 99 9098 99.90 


1 Includes alcohol tax inspectors, alcohol tax investigators, storekeeper-gaugers, and returns examiners. 
2 Estimated. 


PRODUCTION PER AGENT 


Mr. Gary. Mr. Commissioner, on the basis of your statement on 
numbers of agents and numbers of returns examined and to be exam- 
ined, it appears that the production per agent is decreasing. Is this 
correct? 

Mr. AnpreEws. No, Mr. Chairman. The difficulty there is the same 
old difficulty we have had in the past. That is, we have so often in 
the past worked on statistics which were really not accurate statistics. 
We do not have the problem completely licked yet, but we are getting 
better on it. We are improving on it. We put the problem of improv- 
ing our statistics and accounting last because we need collections first. 
However, I think the problem on this particular thing is that our sta- 
tistics from past years included audits performed by collection officers. 
Collection officers no longer do this examining work—it is done only 
by revenue agents and office auditors. Therefore, when you compare 
number of revenue agents with total examinations for the various years, 
you get a distortion which, without knowing the statistical change, 
would lead a person to think that the production per agent has de- 
creased. Mr. Delk says he could add something to that. 

Mr. Dewx. Prior to July 1953 you had changes resulting from 
mathematical verifications carried as examinations of returns. Our 
best estimate in the 1953 and prior-year figures, at least 2 prior years, 
is that there were carried as examinations at least 1 million changes 
which were the result of mathematical verifications. Today we count 
an examination only when it goes to the substance of the return, that 
is, the validity of the representations made in the return, rather than 
mere mathematical correctness. Therefore, there is a major shift 
in the basis for the figures, particularly as between the fiscal years 
1953 and 1954. 

Mr. Anprews. We do not count mathematical verification as an 
examination. It used to be so counted and a very large portion of 
your total examinations reported were just mere mathematical 
verifications. 

Mr. Dex. This confusion has arisen before with the Bureau of the 
Budget and even within ourselves. We have attempted to back into 
those prior years and adjust the figures, but unfortunately our records 
in the district offices do not furnish a basis for doing this. 
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We are therefore unable to go back into the district and break 
down exactly what was in the collector reports so as to place them on a 
comparable basis with the reporting today. However, we do have 
this basis: the current average monthly examination by a revenue 
agent today is approximately 1 additional examination over what it 
was in 1953 and for the prior 3 years. In the fiscal year 1954 we are up 
about 12 examinations per year per revenue agent over the prior 3 
years, which are on a consistent basis. I would like to explain that 
there was a separate reporting system for revenue agents which has 
been consistently maintained from which we can definitely show this 
increase. 

We attribute the additional production we are getting to several 
things: (1) Closer supervision of the agents; (2) installation of new 
reports for agents not requiring the prodigious report writing formerly 
required; and, incidentally, these streamlined reports do not require 
as much typing as the former reports. 

On the other hand, we are utilizing more an analysis of the results of 
examinations to guide the selection of returns for examination. That 
will, as we move to next year, possibly diminish the number of returns 
examined per agent, since a larger number of those examinations will 
result in changes which require more report writing time than no 
change reports. If an examination results in no change, merely a 
brief statement of the facts is required, so the higher percentage we 
get of change reports the lower the agents productivity might be, 
although the agent should produce more additional revenue providing 
other factors are equal. 


ADDITIONAL COLLECTIONS RESULTING FROM AUDITS 


Mr. Gary. Could you give us a comparative statement from 1945 
through 1956 showing the amounts added as a result of audits by 
field agents? 

Mr. DELK. Yes, we can. 

Mr. Gary. Do you have the figures so that the work of the col- 
lectors would be separated? 

Mr. Deux. We will be very happy to furnish you the statement 
showing the amounts derived from examinations for the period you 
have asked for, Mr. Chairman. We would like, however, permission 
to put footnotes on that statement that will reflect the varying con- 
ditions brought about by changes in tax rates and the laws in effect 
at the time. 

Mr. Gary. I would like to have you do that because we want the 
information as accurately as possible. 

(The information referred to follows: ) 
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Additional tax resulting from enforcement, by sources and by fiscal years, 1945 to date 


{In thousands of dollars] 


All cor- 
Indi- World | poration 
Aelia War II income ‘ s creases, , 
in idual | oxcess- and Audits, | _ and math- | World Grand 
ncome- rofits rrofits- other | penalties ematical War II total 
Period ~ "on one audits| *@xes on de- verifi excess- — 
audits ‘te ; . 


linquent : profits 
audits (includ- cation <7 
ing col. 2) returns tax 


(1) (2) (3) (4) (5) (6) (7) (8) 


Tax, in- s Total, ex- 
terest Tax in- cluding 








Fiscal year: 
1945.......---| 214,559 | 253, 108 417,236 | 127 163, 025 (1) 669, 320 922, 428 
IMB. 5 2-5 288,257 | 417, 456 692,001 | 123, 7: 176, 229 (1) 862, 762 , 280, 218 
1947 - - - ---| 602,909 | 451,293 | 1,019,756 | 131, 174, 154 (1) 1, 477, 317 , 928, 610 
1948......-..-] 674,295 | 584, 863 921,561 | 165, 135, 172 1) 1, 312, 152 , 897, 015 
1949. ... 716,113 | 561, 681 898, 612 146, 130, 311 ) 1, 329, 998 , 891, 679 
1950 ---| 752,558 | 325,864 725, 355 146, 123, 159 (1) 1, 421, 728 , 747, 592 
1951...-------| 769,775 | 280, 934 777, 215 165, 144, 553 (1) 1, 575, 669 , 856, 603 
1952....--.---| 803,868 | 201,973 702,714 | 170, 163, 164 1) 1, 638, 189 , 840, 162 
1953 -| 601, 068 156, 729 542, 959 163, 147, 590 100, 858 | 1, 399, 233 555, 
Bei <canesonn 183 (?) | 579,279 | 136, 127, 634 78, 488 | (2) 

Ist 6 months: 

10862454255 -| 229,111 (@) | 253,638 | 63,7! 66, 858 30, 763 (2) 
1955 (prelim- 
inary) -.-- , 703 (?) | 325,338 | 69, 38,173 | 21, 623 | (2) 











1 Included with results of audit. 
2 Additional tax resulting from World War II excess-profits tax audits is not reported separately after June 
30, 1953, but has undoubtedly continued to decrease steadily. 


Additional tax resulting from examinations made by collection officers, fiscal years 
1945-53 


{In thousands of dollars] 
| | | 
| inaivia- Payroll | | Individ- Payroll 
ualin- | and ex- | ualin- | and ex- 
come tax | cise tax | come tax | cise tax 
audits audits audits | audits 


Fiscal year 


Fiseal year | 
| 
| 


j | 
5| $7,.713| $46,539 || 1950............| snz7,324| $7,151 | $134,475 
1946 3 10,320 | 94,701 || 1951.22--2-22222222-| 134,351 | 9,075 | 143, 426 
1947 11,808 | 170,242 || 1952.-...-...-..__- 120,323} 8.894 | 129,217 
1948....-........-..| 131,459| 7,764] 139,223 || 63,572 | 6,015| 69,587 
1949.....-.-.-.-----} 125,395 |  6,152| 131, 548 || | 
| 





NotTe.—These amounts are included in cols. 1 and 4 of the preceding table. 
COURT CONVICTIONS AND SENTENCES 


Mr. Gary. What percentage of convictions are you getting in the 
courts? 

Mr. AnpreEws. That is very high. We are however, getting some 
poor sentences. You mean on fraud cases? 

Mr. Gary. Yes. 

Mr. Dex. Out of 2,075 cases in 1954 referred for prosecution there 
were 1,291 convictions, 77 acquittals, 110 nolle prossed or dismissed, 
and prosecutions declined on 161, so that I come to this summary: 
Of 2,075 cases of all kinds referred for prosecution to the Department 
of Justice we had a disposal of 1,639, the remaining not having been 
acted upon during that year. Of the 1,639 disposed of the figures 
that I gave you, 1,291 were convictions, 77 were acquittals, 110 were 
nolle prossed or dismissed, and 161 were declined for prosecution. 

Mr. Anprews. The figure on successful prosecution is high. By 
high, let us say it is good. If you convict 9 out of 10 you are doing 
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all right. However, the problem that has bothered us in the past 

has been what happens to some of these fellows after they get con- 

victed. I had a case the other day of three men that were convicted, 

just as clearly guilty of a scheme to defraud this Government as 

anything in the world and, in fact, they plead guilty and there was 

“ one day of sentence imposed on any of them. They got off with 
$2,500 fine. 

aie. Gary. Does that vary pretty generally according to the 
courts? 

Mr. ANDREws. Yes. Some judges are lenient, and some of them are 
not. Some of them are pretty rough, though not too rough to suit us, 
because I never heard of a sentence yet of one of these fellows that I 
thought was excessive. However, I do want to say this: the attitude 
of the courts is firmer today than when we came there, somewhat 
firmer, but there is still room in some district courts for a great deal of 
improvement. It is almost hard to understand, frankly, when these 
people are tried and convicted how in the world the judges arrived at 
the conclusions they did. 

Mr. Gary. Has there been any discussion at the various Judicial 
Circuit Conferences with reference to penalty in fraud tax cases? 

Mr. Anprews. That I do not know. In testifying before the 
Senate Judiciary Committee, I raised this question. I have forgotten 
now exactly what I went there to testify on. I think it had something 
to do with the period of the running of the statute of limitations. [ 
brought this question up at that time. It was a corollary to the 
problem then discussed. Senator Langer, the chairman of the 
Judiciary Committee, said that there was not anything much the 
committee could do about it, but they would bring my remarks to the 
attention of the Chief Justice, which I am pretty sure was done. And 
it may very well be that the Chief Justice has brought this question up 
as the administrative head of the Federal court system 

Mr. Gary. Of course, the sentence fixed by any particular judge is 
a matter of discretion and one that under our judicial system he alone 
is responsible for. At the same time, the judges do have in each 
circuit annually a Judicial Conference to which the judges and out- 
standing lawyers are invited. They have discussions on many topics 
and problems facing the bench and the bar. It seems to me that if 
you could get some of those conferences to discuss this question of 
enforcement of the revenue laws and the sentences of violators, it 
would be very helpful toward promoting more uniform sentences. 

Mr. De x. In regard to prosecutions it is to be noted that it is now 
the policy of the Department of Justice through its United States at- 
torneys to in all cases strongly resist the acceptance by the courts of 
pleas of nolo contendre. We have noticed a considerable drop in the 
pleas being accepted by the courts as a result of this policy. 


CLERICAL FORCE AND NUMBER OF RETURNS FILED 


Mr. Gary. As to the clerical staff, have you any statistics as to the 
average clerical staff and numbers of tax returns received for the fiscal 
years 1947 through 1954? 

Mr. Deux. Yes, sir. However, it covers a pretty broad area, but 
it is indicative. If I may, Mr. Chairman, I would like to back up and 
cover a broader period. There is a very interesting indicator of where 
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we should be going and what we should have. In 1925 the Revenue 
Service had 15,568 employees. It received 10,769,000 returns with 
collections of $2,584 million and it received appropriations of 
$37,267,000. Using that as a base, it is interesting to note that in 1954 
the Revenue Service had 51,400 employees, that is, man-years of 
employment. It received 89 million returns, collected $70 billion, and 
received appropriations of $268,969,000. Relatively, these figures 
indicate this: that employees between 1925 and 1954 increased 230 
percent. The number of returns increased 725 percent. The amount 
of money collected increased 2,600 percent and the expenditures of 
the Revenue Service increased 622 percent. That is interesting from 
this standpoint: The expenditures for the Revenue Service have had 
a percentagewise increase roughly comparable with the increase in the 
number of returns, there being 725 percent of an increase in the number 
of returns and a 622 percent increase in the amount of expenditures. How- 
ever, it is to be noted that there have been economic changes and that 
while the expenditures by the Revenue Service are comparable per- 
centagewise to the returns received, the number of employees have 
increased only 230 percent as against 725 percent in the number of 
returns. Of course that indicates that the effectiveness in handling, 
and processing, and collecting the money has more than kept abreast 
of the great tide of work. 

There is not, however, in these figures, this important factor: In 
1925 we did not have what we know today as informational docu- 
ments. That is the form 1099 reports on payments to people which 
are used as a cross-verification as to the second person filing and 
reporting income. There was not then the use of the employers’ 
withholding reports to the Government, as there was no withholding 
system then in effect. Today on informational documents alone we 
receive some 178 million items that are basic to the enforcement of 
the revenue system. ‘That additional workload, therefore, has also 
been absorbed with only a 230 percent increase in the number of 
employees. 

In 1945 the Revenue Service had, using round thousands, 50,000 
employees. It received 84 million returns and collected $43,800 mil- 
lion. Contrasting that, then, with 1954, you have an increase of 3.2 
percent in the number of employees since 1945, a 6 percent increase 
in the number of returns, and of course a comparable increase in the 
number of informational documents handled. 

The interesting fact pointed out by these figures is that the amount 
collected and the documentation underlying those collections are not 
relatable, for the simple reason that a change in rates or a change in 
economic conditions may change the amount of the collections and 
there need not necessarily be a comparable change in the number of 
documents which the Revenue Service must handle. A quick illus- 
tration of that is that you may have a return for a person who reports 
a loss, or a refund is due him perhaps, whereas in another he may 
make a taxable return. In either event we have to handle the return. 

Mr. Gary. Do you have those figures from 1945 that you can give 
us? 

Mr. Deux. Yes, sir. 

Mr. Gary. They will be inserted in the record at this point. 

(The information referred to appears on pp. 458 and 461.) 
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NEED FOR ADDITIONAL CLERICAL PERSONNEL 


Mr. Gary. What is the need at this time for the additional clerical 
personnel that you are asking? 

Mr. Dex. I would like to point out that the Revenue Service 
had in the fiscal year 1953 28,836 personnel which have been classified 
as nonenforcement. As of June 30, 1954, it had 26,576, or a reduc- 
tion of about 2,200 in the nonenforcement activity. For illustration, 
in one area we saved 580 nonenforcement people at an average GS-2 
grade. It takes the equivalent of 2 clerical personnel to employ 1 
revenue agent because of his higher salary, traveling costs, and other 
implementing costs. While we have less people as an aggregate, we 
have more on enforcement, so that our saving in clerical personnel is 
evident by the lesser number of employees we have on other than 
enforcement work. We have maintained the level of enforcement 
and reduced our clerical personnel. During calendar year 1953 we 
put on some 850 additional enforcement personnel. 

Feeling that we had not the proper effectiveness in the clerical 
support for enforcement personnel, we did not add any clerical help 
for that number of people. Again, in the fiscal year 1955 we did not 
fully provide clerical assistance for the enforcement personnel. We 
have by that technique brought some of the districts below the level 
of maximum effectiveness because they now stand at a ratio of 6 to 1 
in a few districts and 5 to 1 in others of enforcement personnel to 
clerical assistance. We are finding that does not provide maximum 
effectiveness and the 238 clerical personnel we have in this request 
is to balance up those districts that lost effectiveness through inade- 
quate clerical assistance. 

Mr. Gary. Your collection officers, of course, are being reduced to 
6,000. How much clerical help is being provided in 1955 with the 
money originally provided for 6,500 collection officers? 

Mr. De x. Specifically, Mr. Chairman, I cannot give you that 
figure quickly, but I could supply it for the record. 

Mr. Gary. Will you do that please? 

Mr. Dex. I can supply to you the overall effect without using 
figures, however. 

Mr. Gary. Suppose you do that, and then supply the figures. 
Just insert the figures in the record with any explanation you want 
to make. 

(The information referred to follows:) 

The saving in 1955 is $1,514,000, which is being used to provide 510 man-years 
of additional temporary help for clerical work during the filing period in order to 
avoid using higher salaried technical personnel wherever possible. 

Mr. Devx. As may be recalled from last year, we explained that 
we were expecting to be able to do the amount of work with 6,500 that 
we were doing before, or more. As we moved along and increased 
the effectiveness of our collection methods, we found that we could do 
more than we had estimated for 6,500 with 6,000. <A part of that 
effectiveness was to utilize clerks in areas where the collection officers 
had previously been utilized on a part-time basis, which was a higher 
cost for a clerical job, using grade 5 and grade 7 men, so we took part of 
that money and provided clerks. 
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ADDITIONAL REQUEST FOR AUTOMOBILES 


Mr. Gary. You are asking for 100 automobiles. Are they replace- 
ments, or are they in addition to your present number? 

Mr. Derk. That is an additional authorization for replacement. 
In other words, we have been making a study of our equipment as a 
whole. We have some 12 to 13 hundred cars in the Revenue Service. 
We have made a survey and have them by age. We find that, by 
fiscal year 1956, there will be some 400 over the accepted economic 
age of 6 years established by the General Services Administration. 
We are beginning a program of replacement of those. However, I 
would like to correct my first indication there: 100 are an expansion 
of our fleet; 100 are replacement. We have put on 175 additional 
alcohol- and tobacco-tax investigators whom we must furnish cars 
because their work is such they will not use private cars. There is 
too much danger to them. We have not asked funds for that addi- 
tional number of investigators as we have put those on with our 
savings. We need, however, the authority to use additional cars to 
keep them operating. ‘They will go into operation about the end of 
this year. They are now in school and being trained, and so forth. 

Mr. Gary. Is this 100 to be used entirely in the Alcohol and Tobac- 
co Unit? 

Mr. Dex. There may be a few, Mr. Chairman, for Intelligence, 
as we use cars for them also. We do not require them to use their 
private cars. 

Mr. Gary. Do you have a table on the life of your present fleet 
of automobiles? 

Mr. De x. T can supply that; ves, sir. 


Mr. Gary. Suppose you insert that at this point in the record. 
(The information referred to follows:) 


Number of vehicles by year model 


Model year: Model vear: 
90 
146 
252 
198 
194 
253 Total. _--. 


LANGUAGE FOR HALSFORD V. SHARPE 


Mr. Gary. What is the background of the language requested for 
the ‘‘eare and treatment of Halsford V. Sharpe’’? 

Mr. Dex. That person was injured during the course of a pursuit 
of an alcohol-tax violator and by a relief act of Congress he was 
granted, out of our appropriations, medical care. He was permanently 
paralyzed as a result of an accident which occurred in pursuit of this 
violator. 

Mr. Jonnson. That is Private Law 419 of the 83d Congress, 
approved June 16, 1954. 

Mr. Dex. I would like to amend that statement to be more 
accurate. 

Mr. Gary. Yes. 
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(The following was supplied by the Department:) 


MEMORANDUM IN RE HaAtsrorp V. SHARPE 


For complete background information see: 

1. Report No. 1236 accompanying H. R. 6477, 83d Congress, 2d session, sub- 
mitted by Committee on the Judiciary, House of Representatives. 

2. Report No. 1432 accompanying H. R. 6477, submitted by Committee on the 
Judiciary, United States Senate. 

3. Private Law No. 419, 83d Congress, 2d session, approved June 16, 1954. 


STATEMENT OF FACTS 


1. On March 7, 1942, during the course of a raid on an illicit distillery in Lexing- 
ton County, 8. C., conducted by agents of the Alcohol Tax Unit and assisted, at 
the request of the agent in charge, by a local deputy sheriff (J. A. Watts), one Hals- 
ford V. Sharpe, while attempting to escape, was shot in the back by the deputy 
sheriff. The wounded Sharpe, a resident of Lexington County, 8. C., was re- 
moved to the Columbia Hospital of Richland County, the adjoining county where 
the nearest medical facilities were available. 

2. The indictment of Mr. Sharpe was dismissed because he was rendered a hope- 
less invalid with no prospect of recovery, and he was discharged from the United 
States marshal’s custody on September 17, 1942. Thereafter, the United States 
marshal paid the hospital bill for the care and treatment of Sharpe from March 7, 
1942, to September 17, 1942, in the sum of $1,055.15. 

3. The Columbia Hospital made innumerable attempts to have Mr. Sharpe 
moved to some location in his county of residence, namely, Lexington County, 
but without success since Lexington County refused to assume responsibility. 
Failing relief in this direction, the hospital pursued another avenue by seeking 
special legislation from the United States Government in the form of H. R. 4162, 
82d Congress. This bill was referred to the United States Court of Claims for 
the findings of fact per H. R. 404, 82d Congress. 

4. On July 13, 1953, the Court of Claims rendered its opinion that the Columbia 
Hospital was entitled to recovery, because of moral and equitable considerations 
and recommended to Congress that the claimant be paid the sum of $18,322.92, 
representing expenses incurred in providing care and treatment during the period 
beginning September 18, 1942, and ending October 18, 1952. 

Note (A).—In 1948, Congress passed a bill, H. R. 431, 80th Congress, 2d 
session, for the relief of the hospital for Sharpe’s care during the period September 
18, 1942, to December 31, 1945. The bill was returned, without approval by 
the President, on March 20, 1948. After referal of the veto message to the House 
Committee on the Judiciary, no further action was taken. The Treasury in 
presenting its comments on the proposed bill, by letter dated April 24, 1947, held 
that the bill was without merit insofar as it is founded upon any alleged agreement 
that the Department would pay for such care and attention. 

Note (B).—In April 1949, the hospital filed suit against the United States asking 
judgment for Sharpe’s care and treatment to January 1, 1949, but a motion to 
dismiss was granted because of failure to state a claim upon which relief could be 
based. 

Note (C).—On March 17, 1951, H. R. 4162, 82d Congress, was introduced 
proposing payment to the hospital in the sum of $12,914.58 in full settlement of 
claims for Sharpe’s care and treatment for the period September 18, 1942, to 
December 31, 1950. 

5. H. R. 6477 was introduced in the 83d Congress to carry out the recommenda- 
tions of the Court of Claims and provided: 

(a) For payment by the Secretary of the Treasury of the sum of $18,322.92 
to the hospital for Sharpe’s care and treatment during the period September 
18, 1942, to October 19, 1952, inclusive, and 

(b) Authorize and direct the Secretary of the Treasury and the Secretary 
of Health, Education, and Welfare to make such arrangements as are neces- 
sary to transfer Mr. Sharpe from the Columbia Hospital to any hospital under 
the jurisdiction of the Public Health Service, directing the Secretary of the 
Treasury to pay to the Columbia Hospital a sum equal to the amount certified 
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by the United States Court of Claims as being reasonable and necessary for 
Sharpe’s care and treatment during the period beginning October 19, 1952, 
and ending on the day immediately prior to the date of his transfer to a 
hospital under jurisdiction of the Public Health Service. 

In presenting its views and comments on the proposed bill, the Treasury 
advised by letter dated May 11, 1954, that the Department was not opposed 
to the enactment of legislation to fulfill the moral obligation of the United States. 
It further advised that it was the view of this Department that any provision 
in the bills for making arrangements for the transfer and permanent care of Mr. 
Sharpe should not involve the Secretary of the Treasury, except as is necessary 
to pay the costs thereof out of general funds. 
yr Note (A).—In presenting the views of the Department of Health, Education, 
and Welfare on the proposed legislation, the Secretary of that Department by 
letter dated April 14, 1954, advised the chairman of the Senate Committee on 
Judiciary that it would seem desirable— 

“to authorize the Secretary of the Treasury to arrange for such care, treat- 
ment, and rehabilitation services as may be recommended by such board, 
to be furnished by such public or private agencies as the Secretary may 
consider appropriate and as may agree to do so, and to pay therefor from 
the general funds of the Treasury, as the bill directs in the case of payments 
to the Columbia Hospital. 

“This Department could then, on a reimbursable basis, perform such 
services under the bill for the Treasury as may be agreed upon. We do 
not believe that the Public Health Service should be required or expected 
to furnish such care and treatment except on a reimbursable basis, since 
the activity out of which the bill arises was the carrying out of a function 
of the Treasury Department. 

Note (B).—Private Law No. 419, 83d Congress, as approved, provided: 

1. Payment in the amount of $18,322.92 to the Columbia Hospital for 
ee care and treatment from the period September 18, 1942, to October 
18, 1952. 

2. Authorized and directed the Secretary of the Treasury and the Secre- 
tary of the Department of Health, Education, and Welfare to make necessary 
arrangements for the transfer of Sharpe from the Columbia Hospital to a 
hospital under the jurisdiction of the Public Health Service or the Veterans’ 
Administration, and authorized to be appropriated to the Secretary of the 
Treasury such sums as may be necessary to provide for the permanent care 
and treatment of Sharpe on a reimbursable basis to the Public Health Service 
or the Veterans’ Administration, as the case may be. 

3. Authorized and directed the Secretary of the Treasury to pay such sum 
as shall be certified by the United States Court of Claims to the Columbia 
Hospital for Sharpe’s care and treatment from October 19, 1952, to the day 
immediately prior to his transfer to a Public Health or Veterans’ Adminis- 
tration hospital. 

6. Payment in the amount of $18,322.92 was made August 6, 1954, covering 
the period of September 18, 1942, to October 18, 1952. 

7. Mr. Sharpe was moved to a Public Health Service hospital in Baltimore, 
Md., on September 16, 1954, and payment in the amount of $5,257.94 was made 
to the Columbia Hospital on January 28, 1955, covering Mr. Sharpe’s care and 
treatment for the period of October 18, 1952, to September 16, 1954. 

8. In considering mechanics by w hich future costs for the care and treatment 

of Mr. Sharpe, subsequent to September 16, 1954, could best be financed, the 
Treasury suggested that the item be incorporated i in existing appropriations. The 
Bureau of the Budget, however, determined that provision should be made in the 
appropriation language for the Internal Revenue Service. Copies of the Treas- 
ury’s communication to the Bureau of the Budget, dated November 26, 1954, 
and the Bureau of the Budget reply, dated December 20, 1954, are attached. 
_ 9. Pursuant to Bureau of the Budget instructions, necessary language was 
inserted in the appropriation ‘‘Salaries and expenses, Internal Revenue Service” 
in the budget estimates for the fiscal year 1956. A supplemental request for 
appropriation language only for the fiscal year 1955 to cover payment in the 
amount of $4,896 for the period of September 16, 1954, to June 30, 1955, was 
submitted to the Bureau of the Budget under date of February 9, 1955, and is 
now pending. 
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TREASURY DEPARTMENT, 
Washington, D. C., November 26, 1954. 
The Drrecror, 
Bureau of the Budget. 


Srr: Transmitted herewith is an appropriation estimate for the fiscal year 
1956 in the amount of $6,222 to cover the cost of the care and treatment of one 
Halsford V. Sharpe, pursuant to Private Law No. 419, approved June 16, 1954. 
Also attached is a schedule covering a supplemental estimate for the fiscal year 
1955 in the amount of $4,896 which is proposed for later transmission. 

With the submission of this estimate it might be noted that the Secretary of 
the Treasury is in the position of seeking an appropriation solely for the purpose 
of reimbursing the Public Health Service or the Veterans’ Administration for the 
care and treatment of a patient who is one of many patients in hospitals under 
the jurisdiction of one or the other of these two agencies. The interest of the 
Treasury Department in this matter is, at best, remote and arises solely because 
of the fact that Mr. Sharpe would not have become a Federal charge but for an 
incident growing out of a Treasury activity. In the interest of simplifying 
paperwork and avoiding the random establishment of individual appropriation 
accounts such as this, it is suggested that it might be advisable to consider seeking 
amendatory legislation which would permit incorporation of the expense for this 
patient in an appropriate existing appropriation already established on the books 
for financing the costs of other patients who are Federal charges in hospitals 
operated by the Public Health Service or the Veterans’ Administration. 

If you concur in this suggestion you may wish to coordinate the matter with 
the other agencies concerned with a view to the possibility of avoiding the need 
for any further processing of these estimates. 

Very truly yours, 
Marron B. Fousom, 
Acting Secretary of the Treasury. 


EXEcUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington 25, D. C., December 20, 1954. 
The honorable the SECRETARY OF THE TREASURY. 


My Dear Mr. Secretary: Reference is made to Mr. Folsom’s letter of Novem- 
ber 26, 1954, transmitting an appropriation estimate for the year 1956 for the 
cost of care and treatment of Halsford V. Sharpe, pursuant to Private Law No. 
419, approved June 16, 1954. Attached to the letter was a memorandum of an 
intent to submit a supplemental estimate in the amount of $4,896 at a later date 
for expenses incurred by the Public Health Service in 1955. 

I am advised that it is impossible to care for Mr. Sharpe at the expense of the 
Public Health Service without amending the law since all patients are covered by 
statute or reimbursement, and that the Public Health Service would oppose an 
amendment of the statutes for one patient. 

It is our policy to avoid new appropriation accounts to carry out private laws 
except to the extent the private law itself makes the appropriation with no further 
action required by the Congress. In this case, it would be preferable to have the 
reimbursement for the Public Health Service aan directly from the appropriation 
for salaries and expenses, Internal Revenue Service, each year since it is a cost 
resulting from internal-revenue activities. 

The language in the 1956 budget has been amended, and it is suggested that 
1955 supplemental language be submitted to authorize such a course of action. 

Sincerely yours, 
RowLanp HuGues, Director. 


BUDGET FOR ADVANCED TRAINING CENTER 


Mr. Gary. How much has been obligated for the Advanced Training 
Center? 

Mr. Devx. This year, approximately $46,000. That is 1955. 

Mr. Gary. Does that include travel? 

Mr. Deux. No; that is the contract cost for the instruction at the 
university. 
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Mr. Gary. What are your present plans toward expansion? 

Mr. Dex. We have for 1955 a total cost of $160,000 and for 1956 
$367,500. As you may recall, Mr. Chairman, our authority did not 
become available to us until about August and we were not able in the 
first year to go up to the number we had estimated, and with the fur- 
ther experience with this we did not feel that we should jump to the 
number that we ultimately might use it for until the third year, so 
that during this next year we expect to train 250 each class rather than 
500 each class, as originally estimated, and on which the $400,000 
limitation was estimated. 

Mr. Gary. In other words, you contemplate 2 classes of 250 each? 

Mr. Dex. Yes; approximately. 

Mr. Gary. Is that what you expect? 

Mr. Anprews. I think we will go to 500 eventually. 

Mr. Gary. For each semester? 

Mr. Dex. Yes. 

Mr. Anprews. We might get a turnover of over a thousand a 
year with a roll of 15,000 to 16,000. As a matter of fact, we will get 
more than that. 

Mr. Gary. That will be about a thousand a year, then. 

Mr. AnpreEws. Yes. I doubt seriously, Mr. Chairman, that we are 
going to get to 500, but I do not know whether we will or not. I do 
not want to say whether we will or will not. 

Mr. Gary. How is that school being operated? 

Mr. AnDREws. It is operated under contract with the University 
of Michigan under which they charge us so much for tuition for the 
students. We pay the student his salary plus $4 per day for living. 
In other words, out of that he has to pay for his subsistence and his 
food. He stays there about 4% months, so during that 4%-month period 
he is getting $4 a day plus his salary and we are paying the tuition. 

Mr. Gary. Is the school operated as a separate division of the 
college? 

Mr. Anprews. No, it is not. It is integrated into their regular 
business school. There are some classes, however , Which are entirely 
separate where we have our own class with nobody else in it. There 
are some other classes in which there is some integration. The school, 
however, is talking now about reducing the size of some of our classes 
and there may be a further extension of the integration program under 
that philosophy. We are not unhappy about the way they are doing 
it now, but they wanted to get down to as close a contact with the 
student as possible. They are pretty enthusiastic about it and it may 
turn out that way, but there is not at this point a separate school 
and I doubt that there ever would be because one of the things that 
Iam especially anxious about is never to permit this school to become 
anempire. I want to keep it on a basis where we are always assured 
of teaching by recognized experts in the teaching field at an institution 
that already has the facilities, so that beyond the possibility of some- 
day wanting to have our own dormitory and classrooms, we would 
never have a separate institution off by itself with all of the terrific 
expense that would be entailed. 

Mr. Gary. Is there any construction contemplated at the present 
time? 

Mr. Anprews. No, sir, not in this program here, no, sir. 

Mr. Gary. This is a good point to stop. We will recess until 
tomorrow morning at 10 o’clock. 
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Turspay, Fepruary 15, 1955. 
Mr. Gary. The committee will come to order. We will resume 
consideration of the requests of the Internal Revenue Service. 
I believe, Mr. Canfield, I had completed my questions on yesterday. 
You may now have the witness. 


ACCOMPLISHMENTS OF THE INTERNAL REVENUE SERVICE 


Mr. Canrietp. Mr. Commissioner, again I have been impressed 
by the presentation of your stewardship in a very difficult assignment. 
I wished somehow yesterday that the taxpayers of the country could 
have seen you and heard you, perhaps over TV, as you outlined the 
story of your accomplishments this last year. 

Mr. AnpbreEws. I did not think I was that good, Mr. Canfield, but 
I appreciate it. 

Mr. Canrre.p. Without objection, Mr. Chairman, I would like to 
have the Commissioner insert in the record at this point the excerpts 
from an editorial appearing in a New York paper which he read to 
us yesterday. 

Mr. Anprews. That editorial was in the United States Tobacco 
Journal. That was what that was in. I will have to furnish you 
with that, because I left it at the office. 

Mr. Gary. If there is no objection it will be inserted in the record 
at this point. 

Mr. CanFrep. I have read many like editorials, may I say, Mr. 
Commissioner. 

(The matter referred to is as follows:) 


Vote or THANKS 


The tobacco industry finally is climbing out of the morass of lavender and 
redtape created by the archaic Internal Revenue Code. An enormous amount 
of intelligence and hard work has been invested in the new code and still will be 
required to develop the rules and make them work, but the results will produce 
substantial cash benefits for both the Government and the industry; the new 
regulations will comprise an equation which balances perfectly. 

For almost an entire generation conflict has been the normal relationship be- 
tween business and Government. Thus the atmosphere of sincerely cooperative 
effort which has surrounded the preparation of the new procedures for tobacco 

roducts excise-tax control constitutes a startling and wholly satisfying novelty. 

hat cooperation, providing a pattern for future contact between Federal regu- 
lation and private enterprise, comprises its own solid tribute to the men who 
translated theory into effective, useful action. * * * 


ORGANIZATION OF INTERNAL REVENUE SERVICE 


Mr. CanrigeLtp. Mr. Commissioner, briefly, at this point, will you 
outline for us your chain of command? 

Mr. ANDREWS. Yes, sir. 

Our chain of command is relatively simple. 

Mr. O. Gordon Delk is Deputy Commissioner. 

Then we have five Assistant Commissioners, each in charge of a 
separate division of the work at the headquarters office. 

One of them is Operations, which is under Mr. Paul K. Webster, 
who is a certified public accountant of very considerable standing. 
He came with us, by the way, in September, and I should mention 
that the only reason why he is not here is because he had an assignment 
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in California that he had to go out there on, and then it was arranged 
to fit the original dates we had, and then when they were changed we 
could not change his assignment. I am sorry because I think you 
should know him. We think that Paul is a great addition to our 
organization. 

Of course, he has charge of all matters of audit, collection, fraud 
investigation, appellate, and the alcohol and tobacco tax. In other 
words, he is our operating vice president, when you come right 
down to it. 

Then we have the very, very important activity, what we call the 
Technical Division, which is the matter of issuing rules and regula- 
tions, and things of that kind. Right now we do not have anyone 
permanently filling that important position. Mr. Sugarman has left 
us. Mr. Leo Speer, the Commissioner’s technical adviser is presently 
acting in that capacity. 

Then, as I explained to you yesterday, Mr. Canfield, an extremely 
important part of our operations, the Inspection Service, is under Mr. 
Harry Trainor. 

Then, we have Research and Planning. As I explained to someone 
the other day we have to be ready when something happens. For 
instance, when Congress changed the social-security rates last year 
we had to be ready right then to tell the people what the new calcu- 
lations would be based upon that new rate. Now, Research and 
Planning does things of that kind. 

It also carries on research work looking toward the best way of 
doing things. For instance, it developed the returns elimination 
program which we discussed yesterday, and in that division, also, I 
believe was developed the standard deduction, which was for broad 
base income tax administration quite an achievement. It was one of 
the really outstanding things we have done. Standard deduction was 
developed under Dr. Thomas C. Atkeson. At the end of August last 
year he took his retirement. He had been with us for nearly 40 years, 
and he took his retirement and went to William and Mary and took 
the chair of taxation in the school of law, which was a new installation 
there. When that occurred we moved Mr. Winkle, former Assistant 
Commissioner in charge of operations, into research and planning, 
because that was where he had come from originally, or, at least, he 
had had quite a lot of experience there, and then we brought Mr. 
Webster in to have charge of our operations. 

The fifth assistant commissionership is held by Harrell T. Vance, 
the Assistant Commissioner in charge of administration, who takes 
care of our housekeeping. 

The chain of command, therefore, goes down that way. 

We never had actually, I believe, rated the Assistant Commissioners 
in any order or priority, but usually when I am away Mr. Delk is 
Acting Commissioner. When he too has been away heretofore Mr. 
Winkle has acted, because of the fact that he was Assistant Commis- 
sioner in charge of operations. It would be more normal from now on 
for Mr. Webster to act in the absence of Mr. Delk and myself, now 
that he has his feet on the ground and he is in charge of operations. 

Of course, the authority then feeds out to those men who are 
regional commissioners, who are, in effect, deputies of the com- 
missioners. 





472 


Mr. CANFIELD. There are nine regional commissioners? 

Mr. AnpreEws. Yes, nine regional commissioners, and 64 district 
directors. 

Each man, of course, in the field, or, rather, each Assistant Com- 
missioner, will, naturally, be restricted in his technical jurisdiction over 
the field to the particular aspect of the operations for which he is 
responsible. 

For instance, Mr. Webster would only deal with matters of auditing, 
special intelligence, alcohol and tobacco tax, appellate and collections 
and, of course, that takes up a pretty large part of what the field does 
because the field is almost strictly an operating outfit. 

On the other hand, they have administrative problems and, to a 
limited extent, technical problems. The field has a very small problem 
of research and planning because that is a matter which is carried on 
pretty largely at the top level, and it has no jurisdiction whatsoever 
with respect to inspection because that is responsible directly to the 
Commissioner. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. AnpreEws. I would like to stress a fact which I have mentioned 
before with regard to the organization of the Revenue Service, which 
is that we pretty much follow the plan of organization and operation 
that nationwide business has found to be the most productive of getting 
results. We have headquarters here in Washington with representa- 
tives of headquarters scattered through the country in nine places, 
with regional commissioners, to be the eyes and ears of the Commis- 
sioner in the field, having intimate supervision over the district 
directors who are, really, you might say, the branch managers of the 
Service. They carry on the operations. 

That is a pretty common type of organization in nationwide business, 
and we think it works all right. 

Of course, we have had our problems of personnel and management 
and I am rather pleased with the way they are getting along. 

(By request of the chairman there is inserted at this point organ- 
ization chart of the Internal Revenue Service and regional-district 
map.) 

ASPECTS OF DECENTRALIZATION 


Mr. CanrieL_p. You see, 1, an increase of the efficiency and, 2, 
you also see a security or defense aspect in this decentralization? 

Mr. Anprews. Yes, sir. As I said yesterday, I do not know, of 
course, very much about what other departments of the Government 
have done, or what other bureaus have done in other departments, but 
I do know this, at least I am satisfied, that we are just about as well 
dispersed as we could expect to be. 


ORDER OF SUCCESSION 


We have an order of succession established in the event of an emer- 
gency, and I am satisfied that the Revenue Service would function, 
perhaps, with as little interruption as almost any organization within 
the entire Government, because we now have authority in the field 
to make operating decisions. 
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Now, remember that that was not true at the time when we were 
taking over. At that time all of the operating decisions were being 
made in Washington. 

It might seem strange to you gentlemen, but the most important 
ihing about having operating decisions made in the field is getting 
these folks in the field accustomed to having that authority and that 
responsibility. You cannot all of a sudden just change a man from a 
man who takes orders to one who gives them. There has to be a 
transition period. 

Of course, we are not perfect in that respect at this time, but we 
have made a terrific amount of progress in that direction. 


DIFFERENCE IN TREATMENT OF TAXPAYERS’ RETURNS 


Mr. CanFieELp. Mr. Commissioner, what is the main difference in 
the treatment of a taxpayer’s return under the new organizational 
setup; how does it differ from what it was before? 

Mr. Anprews. Frankly, I think, Mr. Canfield, the main difference 
is in the matter of the attitude of our people toward the taxpayer. 

You remember, that due to the difficulties that had arisen within 
the Service our people had gotten down to a pretty low feeling toward 
their jobs, and that was reflected at least in an unenthusiastic attitude 
toward the taxpayers. While the tax returns are not greatly different 
from what they were, I am not so sure that they can be made greatly 
different unless you change the law very substantially, that is, unless 
you reduce the number of types of income that are subject to tax. 
As I said the other day, it is kind of like reducing the cost of govern- 
ment. You cannot reduce the cost of government appreciably until 
you cut out activities that cost money. 

Now, our people have been instructed to proceed on the theory that 
they are helpmates of the taxpayers, and one of the most encouraging 
things that comes about is letters from people telling us that they have 
gone into an office and have been treated very well, ‘and that they have 
been rather surprised at it. That, of course, surprised us too, but 
the real improvement in the matter, I think, has appeared largely in 
our attitude toward the taxpayers. 


BUDGETING IMPLICATIONS OF TAX REVISION LAW 


Mr. CanrreLtp. Mr. Commissioner, in the justifications I note the 
statement that H. R. 8300, that is, the tax revision law, has budgetary 
implications that are not appraised here. That is your statement. 

Mr. Anprews. That is, implications to us. 

Mr. Canrretp. That is right. 

Mr. ANpREws. Yes. 

Mr. Canrretp. That means what? 

Mr. ANDREws. It means two things. I do not hesitate to say that 
right now I am not quite sure just w vhat the effect is going to be, and 
yet two aspects of it are apparent, it could cost us more money for 
ulministration. That definitely is going to happen. How much 
more it is going to cost we do not know. That is something that ex- 
perience alone will tell. If we had come in here last year and said 
that this law is going to cost us another $10 million we would have 
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been guessing, and you would have too if you had given it to us. We 
believe we have to figure that out from experience. 

We might lack a little in handling it properly but as between being 
a little short and asking for money when we did not know how we 
could spend it, why, I chose the former course, and I think I am right 
about that. Iam sure that the Secretary would have taken that posi- 
tion even if we had had contrary views. So, we think it is going to 
cost us more out-of-pocket money. 

What concerns me at the moment is whether it will cause us a loss 
of revenue. Of course, it will cause us some loss of revenue because 
the law is designed to relieve the taxpayers of some of the tax pre- 
viously paid. 

What I am anxious to find out, and we will not know until after the 
filing period is over, is how much more is it going to cost us in added 
help that we will have to have to give the taxpayer proper service 
during the filing period, and how much will that reduce the revenue 
that those people would have dug up if they had stayed on their 
regular jobs and their regular work. I cannot answer that at the 
moment, and I will not know the answer until after April 15. 

We are having a tremendous demand for taxpayer assistance. In 
volume, I am told that it is 100 percent above what it was last year. 
Why I know the increased demand is tremendous is because I see it 
in the lines which have congregated in our buildings, and we are 
giving them assistance. We are not just sitting down and doing 
nothing about this. 

This year, after the operation last year, we have expanded a con- 
siderable amount on what we call the taxpayers’ self-help program 
under which, instead of providing a great group of people to sit down 
at tables and actually make out the taxpayer’s return from beginning 
to end, we provide desks and chairs for the taxpayers to make out 
their own returns on advice from our people who are in the room to 
answer their questions to help them along with them. 

I was in Seattle the other day, for instance, where this operation 
isin full swing. We find that people like it, and there is no complaint 
about it. 

While there I interviewed four different people. They said it is 
different from last year. Last year somebody made out the return 
for them. This year they are making it themselves, and while it is 
a little bit more of a task, the net effect of what all of them said was 
we will know more about it when we get through with it this year 
than we did last year. 

However, that is not yet in effect everywhere. There are some 
places where you cannot put it into effect. There are areas where 
you do it in a modified way, but that is the direction in which we are 
moving, towards a taxpaver’s self-help program to reduce the cost of 
helping the taxpayer to do this job. 


BUDGETARY EFFECT OF SOCIAL SECURITY ACT 


Mr. Canrietp. Now, the Social Security Act provides wider cov- 
erage. The additional work involved is not reflected in this budget? 

Mr. ANpDREws. May I go off the record here for a moment, Mr. 
Chairman? 

Mr. Gary. Yes. 

(Discussion off the record.) 
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Mr. CanFIELD. Is it possible that, as a result of the wider coverage 
provided by the new Social Security ‘Act, you may subsequently make 
a request for additional funds? 

Mr. ANDREWS. It is possible that that is going to cost us more 
money, but again we do not know quite how much. 

It has been my experience with things of that kind in Government 
that whenever you start with wild guesses you wind up spending 
more money than you ought to spend. It is better to be a little 
behind in your administration than to be piling up the budget. 

We may have to come back when we see what the problem is going 
to be and have to ask for more money. Right now whether we will 
have to or not, [donot know. I donot want to make any predictions. 

Now, this is where I want to go off the record. 

(Discussion off the record.) 


COLLECTION OFFICERS, REVENUE AGENTS, AND AUDITORS 


Mr. Canrte_p. Mr. Commissioner, we are talking here about col- 
lection officers, auditors, and revenue agents. For the purpose of 
darification will you briefly tell us the functions of those three groups 
and differentiate between them? 

Mr. AnpReEws. Collection officers and revenue agents? 

Mr. Canrietp. And auditors 

Mr. Anprews. And auditors? 

Mr. CANFIELD. Yes. 

Mr. Anprews. There are three general classifications, collection 
officers, revenue agents, and special agents, who are the fraud inves- 
tigators. 

‘Very briefly they can be described as follows, and Mr. Delk can go 
into considerable detail on that if you wish him to, because he knows 
nore about the intricacies of classification and assessing what those 
people do than I. 

The collection officers devote their time exclusively to all matters 
pertaining to the collection of delinquent taxes, or going out and 
getting them if a person does not file a return, and many other re- 
lated things that are involved in developing the collections of money 

Also let me add to that merely that the collection officers used to do 
acertain amount of auditing. As a matter of fact, they audited the 
returns, as I recall, up to $8,000, and everything over and above that 
was audited by the agent in charge or the revenue agents. 

If you will remember, I think it was either last year or the year 
before, probably last year, when I told you that there was a group in 
there that most likely did not get audited at all, those between $8,000 
ind $25,000, because the revenue agent seldom got to audit returns 
below $2 5,000; so since the collectors did not audit anything over 
8 000, and the revenue agents did not get to audit anything “under 

25 000, everything between $8,000 and $25,000 generally got off com- 
oe ‘without audit. We have separated the collection and the 
auditing completely so that collection officers have only collecting to 
do, and. the auditing officers have only auditing. We think that is 
good business. It is on the same basis that you 1 do not let the book- 
keeper handle cash in your business if you can possibly help it. 

Coming over to the revenue agent, his job is to examine the tax 
returns and to see whether those tax returns are correct, whether 
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the income has been truly reported and whether or not the deductions 
are proper deductions. 

Special agents are people who pick up the fraud cases where there 
is evidence of a deliberate attempt to evade taxes. 

Now, those are the distinctions between them briefly stated. 

Mr. Delk has mentioned to me the office auditors. They are 
revenue agents too, in effect, although they may not be exactly 
called that. Their job is examining returns. They do not have to 
go out of the office. They may clear up any questions that they 
have either by asking the taxpayer to come in, by writing to the 
taxpayer or calling him on the telephone. Their job is concluded in 
the office. 

We are paying a great deal more attention to the work of office 
auditors because we think there were a lot of returns which were, in 
the past, examined in the field which can be examined in the offices 
and handled more quickly. In addition, we feel that by increasing 
our office audit we can get a needed broader field of returns examined. 


NEW AGENTS ALLOWED IN 1955 


Mr. Canrietp. Mr. Commissioner, we allowed you how many 
new agents for 1955? 

Mr. AnpDrews. You provided for 1,000 new agents in 1955 plus the 
supplemental. 

Maybe I better let Mr. Delk answer that because he figured that 
out and is more familiar with it. 

Mr. De.x. The supplemental appropriation plus the number 


which we intended to put on from savings altogether brought it to 
slightly over 1,000. If I may, I would like to put in the exact figure. 

In our regular appropriation for 1955, from savings and otherwise, 
we provided for 645 additional revenue agents. 

In the supplemental which you granted us in 1955 there was 
provision for an additional 417 revenue agents, and 455 special 
agents. 

Mr. CanFietp. You tell us, Mr. Delk, that you are not hiring all 
of the agents allowed for 1955, and that you are retaining 500 office 
auditors. 

Mr. Deux. Yes, sir. We are hiring all the revenue agents which 
were authorized by the supplemental appropriation however. 

Mr. CanFiELp. There is a statement in the justifications on that. 

Mr. Dex. You are referring to office auditors? 

Mr. CanFieE.tp. There is a statement in the justifications to the 
effect that you are not hiring all of the agents which were allowed for 
1955 and that you are retaining 500 office auditors. 

Mr. De tx. Yes, we are retaining more office auditors. Instead of 
hiring 645 revenue agents with our savings we are keeping 542 office 
auditors and hiring 135 additional revenue agents. We get 677 audit- 
ing personnel by this change instead of 645 and cover more returns. 
As the Commissioner has indicated, we have found that the office 
audit is a very highly productive activity, and we felt that we had 
estimated too low for the office auditors in view of the amount or the 
number of returns that can be handled by them. An office auditor cat 
handle in the neigborhood of 70 returns per month, complete the 
operation of auditing and assessing. That reaches a tremendous vol- 
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ume of the smaller returns, and it is that we are counting on to handle 
the prerefund audit which was more than doubled in the 1954 fiscal 
year over 1953. As indicated that was very productive, and we de- 
cided to carry 500 more of those during this next year to further in- 
crease the prerefund audit and to reach more returns in the middle- 
sized group. 

AVAILABILITY OF RECRUITS 


Mr. CanFiELp. You feel that you will be able to recruit the addi- 
tional 1,000 revenue agents for the new fiscal year? 

Mr. Dgix. Yes, sir. 

Mr. Canrreip, You are asking for 238 clerks and 88 attorneys, 

Mr. Deux. Yes, sir. 

Mr. ANDREWS. May I add something to Mr. Delk’s answer there? 
He said, “Yes” and I know he meant ‘it, but I would like to add a 
reservation. We feel that we can get these people so long as the pres- 
ent personnel policies that we have are maintained. Now, I do not 
mean by that that we expect anybody to upset them. I merely wish 
to point out the importance in any recruitment program of having a 
broad policy that attracts them, gives them an incentive and holds 
them. 

That is the only reason I make that statement. 


ENTRANCE SALARY OF REVENUE AGENTS 


Mr. Canrire.tp, What is the starting salary for a revenue officer? 

Mr. Drevx. A revenue agent? 

Mr. CANFIELD. Yes; & revenue agent. 

Mr. Deux. It is grade GS-7 at the present time, $4,200. 

Mr. CanFiELD. Mr. Commissioner, you told us that the collection 
officers are being cut from 6,500 to 6,000 with the savings to be for 
temporaries, that is, clerks in the Collectors Division, who will be 
working on w arrants and backlogs. 

Mr. Dex. No, sir. We have been making tests of the amount of 
time spent by collection offic ers, office auditors, and revenue agents 
during the filing period on what might be viewed as purely clerical 
work in handling and receiving returns. 

By taking some of our savings and putting on additional temporary 
help where they can be utilized, we have cut out part of the time that 
these high-grade personnel are diverted during the peak period in the 
handling and filing of returns. 

Mr. Anprews. In that way we held down to a minimum the loss 

revenue due to that diversion. 


ERRORS ON RETURNS REQUESTING REFUNDS 


Mr. Canrietp. Mr. Commissioner, you told us yesterday that as 
a result of improved selection methods you have discovered that 68 
out of every 100 tax returns calling for refunds that you examined 
contained errors. What is the usual type of error found? 

Mr. Deux. Mainly the errors are excessive claims for deductions 
in the nature of medical expenses or for Gependents, claims for exemp- 
tions, and such things as that. 

Mr. Canriep. In other words they go to tlie substance and not 
merely to mathematical calculations? 
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Mr. Deux. No, sir; the mathematics are not questioned in that 
group. 

In addition to the $40 million saved from refunds by that operation 
last calendar year we had $48 million net from mathematical verifica- 
tion. 

Mr. ANpREws. I would like to say, Mr. Chairman, and Mr. Canfield 
that we regard this activity as not only of creat importance, but 
tremendous significance. It is my considered opinion that if we do 
not do a thorough job in this particular area that our whole revenue 
system would fall into almost disrepute. 

Mr. CanFieLp. You indicate that the average amount of tax error 
per return was up from $95 in 1953 to $115 in 1954. That is a net 
calculation or a gross calculation? 

Mr. Dexx. That is right. 

Mr. CanFrevp. A gross calculation? 

Mr. Deux. No, sir, net. 

Mr. CanFIELpD. Net? 

Mr. Deux. Yes. 

Mr. Canriextp. And that the tax recovered in 1954 from this pre- 
refund audit work alone amounted to over $40 million. 

Mr. Dek. Yes, sir. As against reductions in refunds amounting 

to $42 million there were increases in refunds of something less than 
$2 million, as I recall it. 


TRAINING PROGRAMS 


Mr. Canrie_p. Mr. Commissioner, I note in the very recent report 
of the Hoover Commission that great stress was laid on training 
programs, on sustaining your effort in that direction. 

Mr. Anprews. I was rather pleased, Mr. Canfield, that in his state 
of the Union message the President himself laid considerable stress on 
the need for and the value of training, presumably of the type that we 
are doing. I like to think that we are taking the lead in it, and | 
believe we are. 

AMERICAN TAXPAYERS ABROAD 


Mr. Canrievtp. There are more than 500,000 American taxpayers 
abroad who are subject to our income-tax laws. Are they, in the 
main, people who are engaged in various kinds of business in foreign 
countries? 

Mr. AnpreEws. Of course, a large percentage of them are those, 
but there are also a great many people abroad—I would not say a 
great many—but there are quite a few people who are just living 
abroad as American citizens, but for the most part they are people 
who are following the course of trade. Of course a great many ol 
them too, are civilians who are working for the Military Establish- 
ment. This country has become a very different country in recent 
years from what it used to be. You will find Americans all over the 
world now. 

I am afraid we have been a little bit slow in carrying, well, let us 
say, the service of the tax department to those people. 
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OLD CASES PENDING SETTLEMENT 


Mr. CanFretp. You told us yesterday, in making reference to some 
of the older cases that have not been settled, that some of them dated 
back 17, 18, 19, or 20 years. 

Mr. AnpREws. Yes, sir. We have one coming up in the Tax 
Court pretty soon that started in 1922. Of course that is, I think, 
the most venerable one we have, but there were quite a few cases 
going back to the midthirties. 

Mr. Canrretp. Were those mostly fraud cases? 

Mr. ANDREWws. No—a great many of them were cases—in fact, 
most of them were just what I would call run-of-the-mill cases, but 
there were large, complicated issues in them and they just had never 
been settled. 

Mr. Canrrevp. There is no statute of limitations period involved? 

Mr. ANprEews. No. They have been kept open by various means 
so that the revenue is protected, once you get down to the business of 
vetting settlement disposed of. 


ILLICIT-LIQUOR PROBLEM 


Mr. CANFIELD. Commissioner, will you discuss a little more at 
length the illicit-liquor problem in certain areas of our country? 

Mr. Anprews. The liquor problem has its highest incidence in the 
Southeast. I think it is more or less traditional in this country that 
that is so, and the larger urban centers like New York, Philadelphia, 
Boston, Chicago, places of that kind. 

The amount of enforcement, as I pointed out in my opening state- 
ment, naturally is in relation to the number of people that you put 
on it, We have now something over 800 people as against 1,100 
several years ago, with a problem that has increased both by the 
growth of the country and by the fact that the tax was substantially 
raised in 1951. 

One of the things that has been done, that we have been doing for a 
creat many years, is what I would call a very close surveillance of the 
legal manufacture and distribution of whisky. For instance, in your 
distillers and brewers you have had people around watching the 
operation. We call them “storekeeper gagers.’’ We concluded that 
all our supervision was not necessary in order to protect the interests 
of the Government. 

One rather interesting thing that was done was that one of our 
men developed a gage, a testing trap I guess you would call it, that 
enabled us to stop this three-shift operation and get down to a one- 
shift operation in most distilleries. That released quite a number of 
men that we could take and put on this business of really going 
after the people illegally manufacturing and distributing whisky. 

We are trying to divide those men between the Southeastern area, 
where the big problem is, and the large cities where the problem is 
also somewhat acute. 

So, I am not satisfied that the problem is increasing. I am quite 
willing to believe at this time, at least, that with the additional men 
that we have put on it, and by utilizing the savings that we have 
accomplished through improved methods of supervision of the in- 
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dustry, the situation is going to improve somewhat. If it does not, 
then of course we must do something else about it. 

As I indicated to you, we think some of our biggest, improvements 
in the whole alcohol and tobacco tax setup is going to come in the 
year ahead of us. That should enable us further to utilize savings 
to increase the enforcement effort. I am not prepared to go along 
with the violence and vigor of the industry’s claim that high ‘taxes on 
liquor alone is what causes the problem. T feel confident the problem 
goes a lot deeper than that. We are going to do our part to enforce 
the law the best we can with the means we have of doing it. 


FILING OF INFORMATIONAL DOCUMENTS 


Mr. Canrre_p. Commissioner, when you make reference to the 
processing of 179 million informational documents, you mean what? 

Mr. Anprews. We are talking about all the various kinds of 
documents that are filed to indicate what people’s income is, such as, 
for instance, the form 1096, 1099, which discloses people’s dividends, 
interest, and so on; the wage reports which are very voluminous. 


REDUCTION IN WASHINGTON OFFICE 


Mr. CanFieLtp. There has been some reduction in your national 
office? 

Mr. AnprReEws. Yes, sir, about 25 percent. 

Mr. CanFIe.p. The appellate division is located here in Washington? 

Mr. ANpREws. It is a decentralization operation, but of course 
its top management is here in Washington. We have appellate 
people all over the country, again, to enable the taxpayer even when 


he is not satisfied with the agent’s findings or with the group chief’s 
hearing on the agent’s finding to go on to the appellate people in his 
own community and get his argument disposed of if he can without 
going to court. 

OFFICE VISITS BY ADMINISTRATORS 


Mr. CANFIELD. You project, Commissioner, 50 mass meetings for 
the general public during this new fiscal year 

Mr. AnpreEws. We are going to start those pretty soon. They 
will go on through the new fiscal year. 

Mr. CANFIELD. They are to be held in the various parts of the 
country? 

Mr. AnpreEws. In the places generally where we have district 
offices, because we usually combine these meetings with an official 
visit to the district office. I have tried to get around. I spend some 
part of amost every week traveling, to see our offices. [ think it is 
desirable. Of course, in addition to that, Mr. Delk and the Assistant 
Commissioners are on the road. The regional commissioners and their 
staff are traveling even more than we do, and the district directors 
are moving around in their areas to their suboffices 

We have a definite program for the people in a supervisory capacity 
to get out of their offices and get out in the field and see what is going 
on. 

Mr. CanrreLtp. Do you and members of your staff sometimes visit 
the school at Michigan? 
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Mr. Anprews. Yes. That is visited pretty regularly. Maybe I 
should tell you how that school at Michigan is set up. It has a 
director and, of course, all training is under our personnel and training 
officer, who is a part of our Administration Division. It also has an 
advisory group consisting of accountants and lawyers and businessmen. 
There are seven people in that group. The head of that group is 
Mr. Vaughn, our Director of Audit. He is there pretty regularly in 
touch with it. Our personnel and training officer is in constant touch 
with it, and they are coming in here from time to time keeping in 
touch with us to advise us as to progress and as to problems, and so on. 

Mr. Passman. Commissioner, I would like to join my chairman and 
former chairman in commending you for your excellent pee 
to the committee. Certainly, my commendation applies to your 
entire staff. 


TAXPAYERS ABROAD 


Mr. PassMan. Your presentation certainly indicates that you have 
put in not only many work days, but also many work nights, to 
handle many problems of this service. You mentioned yesterday 
that many Americans are living abroad and that a great majority 
of them have neglected to file a tax return. Are they under the same 
laws, rules, and regulations as Americans within the continental 
limits of the United States? 

Mr. AnprRews. Yes, sir. 

Mr. PassMAN. With respect to penalties and back taxes? 

Mr. AnpRews. That is right. They are in the same position as 
any taxpayer over here. 


MAXIMUM RATE ON INDIVIDUALS 


Mr. Passman. Commissioner, what is the maximum rate under the 
new law for individual income taxes? 

Mr. Anprews. The maximum rate? 

Mr. PassMan. Yes. 

Mr. AnpDrRews. You may have asked one I can’t answer, but I 
think it is 91 percent. Off the record. 

(Discussion off the record.) 

Mr. De.x. Ninety-one percent is the maximum. 

Mr. PassmMan. On individual income? 

Mr. Anprews. That is a 91-percent bracket. 

Mr. PassMan. Are there not certain States that also have income 
tax laws? 

Mr. ANpREws. Yes. 

Mr. Passman. Do you happen to know the maximum rate in any 
one State say, New York or California? 

Mr. Anprews. No, I do not. We can provide that. 

Mr. Dex. I know that New York goes up to 6 percent. That is 
the highest I can recall right offhand. 
_ Mr. Passman. Then, in certain instances the total tax on individual 
income in the top brackets would go up to 93 or 94 percent? 

Mr. Dev. Yes. 


(Diseussion off the record.) 





_ Mr. Passman. Then in some instances the individual taxpayer 
living in certain States would pay as high as 97 percent of his total 
income in State and Federal income taxes? 

Mr. Anprews. There is no question about that. 


TAX SYSTEMS OF FOREIGN GOVERNMENTS 


Mr. Passman. I was sent abroad last year by the chairman of the 
committee, with certain members of the Appropriations Committee 
staff. We discovered in some of the European countries that the 
very Maximum income tax that an individual paid was 55 percent. 
I think that applies to France and also Italy. 

Mr. AnpreEws. I am not familiar with those foreign maximum 
rates. 

Mr. Passman. I do not want to involve this committee in a hearing 
with respect to foreign taxes, but the American taxpayer through his 
Government has been extremely liberal with our neighbors and many 
of the foreign nations in the past few years. Of course, the American 
taxpayer is now interested in knowing whether or not these individuals 
who are the recipients of some of these aid programs are paying their 
full share of taxes. Have you been requested by foreign governments 
to send representatives to this country to study our Internal Revenue 
Service? 

Mr. Anprews. We have a constant parade of delegations from 
foreign countries going through our place and getting instruction in the 
administration of our tax laws. Last Friday I received a report from a 
gentleman from Germany who came over here. He spoke in very high 
praise of our system. All of them do, as a matter of fact. They are 
all rather amazed, I think, when they see some of the things that we 
are doing, because we are somewhat advanced in our administrative 
practices. 

But I think last year there were 85 delegations that came through 
our offices and got instruction. We are rather proud of that because 
it means that the influence of our methods is spreading throughout 
the world. 

Mr. Passman. Commissioner, in discussing this subject with the 
treasury attachés in some of the foreign countries, we were told— 
maybe this applies to France and Italy; we went further into it in 
those nations—that the Internal Revenue Service was somewhat of a 
political organization in those countries. For instance, in France 
and Italy some of the larger industrial firms and larger business opera- 
tions have no direct contact with the Internal Revenue Service but 
some favored attorney is given, we will say, 10 of the choice accounts. 
They are farmed out. He goes out and negotiates a settlement with 
these individuals and receives a commission for the amount of money 
he collected. Are you familiar with that, sir? 

Mr. AnpreEws. I did not know it was done exactly that way. We 
do know that payment of taxes abroad—I will not say whether it is 
the countries you have mentioned or not—you can use your own 
judgment—but the discharge of tax obligations is not in accordance 
with the law as it is written, as we say, down where I come from. 
But how good a deal a taxpayer or his representative can strike 
obviously depends on his ability to make a deal, I suppose, in pro- 
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portion to his political influence, and that sort of thing, It is not 
like we do it at all. 

Mr. PassMAN. It is my understanding that many other govern- 
ments are without a withholding tax system whereby taxes can be 
collected from the individual through his employer? Do you know 
of any other countries that have a withholding tax system similar 
to ours? 

Mr. Detx. Canada does, I know. 

Mr. PassmMan. Speaking of the European countries, do you know 
of any European country that follows a withholding tax arrangement? 

Mr. AnprReEws. Britain has, as I understand. I do not think any 
other country has. 

Mr. Passman. You nodded a moment ago as if yon had knowledge 
as to these large tax claims in Europe. Do you want to comment on 
that, Mr. Delk? 

Mr. Deux. It is somewhat, as I understand it, as you described it. 
They have some contract or type of representative for the purpose 
of auditing, in certain countries. Those are not regulated in the way 
that a full-time employee would be in the approach to the examination 
and determination of the tax liability. 

Mr. Passman. Would your general knowledge of the tax structure 
in Europe indicate to you that many individuals are not paving their 
share of the taxes? 

Mr. AnpreEws. It is a matter of general knowledge, I know, as a 
matter of fact that evasion is at a very high level and compliance at 
a relatively low level in many countries throughout the world. 

Mr. Passman. Are you familiar with the criminal laws with respect 
to those who purposely evade paying their just share of tax in other 
countries? 

Mr. Anprews. I am not specifically familiar with them. I am 
generally familiar with them. For instance, I know what the policy 
in Canada is. It is different from ours. Maybe it is not necessary 
to be. I do not know what the reason is. I know that in France 
at the moment, for instance, the Senate of the French Parliament has 
passed a bill imposing rather severe sanctions upon tax evaders, 
rather, in Italy. Whether or not it will get any further than that, | 
do not know. ‘They do not operate on the basis that we do at all. 
I just do not know what I should say about that except that appar- 
ently there is an entirely different attitude toward the question of the 
payment of taxes. 

Mr. Gary. The governments generally are not as stable as ours. 
Take France with 20 changes in administration since World War II. 
With 22 splinter parties, the whole Government is less efficient, and 
there is no stability of Government at all. When you have no stability 
of Government, you cannot have any stability of tax enforcement. 

Mr. Anprews. When our Congress writes a law, it is generally 
supposed to mean what it says and enforced accordingly. Apparently 
that is not true in a great many other places. 

Mr. Passman. The chairman made a good statement. The laws 
in most of the recipient nations of this foreign-aid program do not 
have a system whereby they can collect taxes from individual citizens 
and businesses. Evidently they are not going too far toward tighten- 
ing the laws to require their citizens to pay their fair share of taxes to 
support their government. I think it is perfectly obvious that the 
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American taxpayer is putting up his money to support these govern- 
ments which absolutely refuse to amend and bring up to date their 
tax laws whereby the citizens of the country would pay sufficient 
money to support their government. 

Mr. AnprEws. Without getting into the question of whether or not 
our program of foreign aid would or should not be continued, or is 
good or bad, I will say that I am confident there is no country in the 
world that collects its taxes as strictly in accordance with the law 
and as closely as we do. I don’t think there is any doubt about that. 
As a matter of fact, the people that have come here from other coun- 
tries have been very frank in telling me that. 

Mr. Passman. Off the record. 

(Discussion off the record.) 

Mr. Gary. I want to say for the record that I think England is 
one of the most law-observant nations in the world. They have fewer 
arrests each year in England with a population of 50 million that we 
have in the State of Virginia with 3 million. 

I was in England in 1947. I also visited various European countries 
at that time, and although the black market was flourishing through- 
out Europe, England was the only place that did not have a black 
market. They have a tradition of justice, law enforcement and law 
observance which, thank God, we have inherited. But I fear that we 
have not perfected it as well as they have up to the present time. 

Mr. AnpREws. I would like to get off the record and make another 
observation to you all apropos of something that I said to you before 
about some of these laws that we had to enforce. 

(Discussion off the record.) 

Mr. Passman. Mr. Chairman, I would like to say for the record 
that it is not my purpose to offend any nation or the officials of any 
nation, but rather, I did want to establish that it is of interest, first, to 
this committee, and to the American taxpayer as to how other nations 
collect taxes. I think there are members of this committee, and no 
doubt members of your staff, who are cognizant of the fact that some 
of the nations do not have a tax system whereby the individual pays 
his fair share of income tax. I think it is of interest to the American 
taxpayer—off the record. 

(Discussion off the record.) 

Mr. PassMAN. Last year on a long and tedious and hard inspection 
trip, we secured information that many of the European countries 
operated a tax system on a political basis, and they did allow some 
favored individual, accountant or attorney, to negotiate tax settle- 
ments. We found in some of the countries that it was not a criminal 
offense for an individual to fail to pay his income tax, or in other words, 
to defraud his government. 


VOLUNTARY COMPLIANCE 


Mr. James. Mr. Commissioner, you used the words “voluntary 
compliance,” the other day. At that time you indicated that “volun- 
tary compliance”’ of taxpayers is improving. Is there any way at all 
that you can make a comparative statement or any kind of a graph 
which would show the degree of improvement in voluntary compliance? 

Mr. AnpreEws. I am afraid there isn’t. We do have, of course, some 
specific cases. If I may be permitted to give you one illustration 





without identifying the community, I think I can show you what I 
mean. 

Last year I was in one community during the tax filing. It is a 
large industrial community. I learned that the total number of 
returns filed in that community during—that is, individual returns— 
the filing period was 200,000 in excess of that of the previous year. 
There was no other reason that we or anyone else could attribute for 
that increase except the fact that through a set of circumstances the 
philosophies of the administration had been rather forcefully brought 
to the attention of the people of that community. It appears that 
that increase is due pretty largely to a change in the attitude of the 
people. We could be wrong about that. I don’t think we are. 

We have seen other specific illustrations of it. We see it in mail 
that we get. We see it in remarks that are made to our people and 
reported to us. We see it in the attitude of the taxpayer generally. 
That is not to say that there still isn’t some evasion going on. ‘There 
is. I am confident in the field of domestic servants noncompliance 
is at a high rate. Oftentimes it happens, incidentally, with the 
assistance of the employer, not trying to violate a law, not meaning 
to violate the law, but rather unconsciously doing so. In certain 
farm areas there is noncompliance at a high rate. That, however, 
as I am pretty sure I have said to this committee before is the result 
of ignorance, in my opinion, and lack of skill in accounting more than 
anything else. The determination of farm income, is one of the 
most difficult determinations of income that I know. I know because 
| have had a lot of experience in it, not personal but professional. 
[ can well understand how the average farmer would have great 
difficulty in preparing his return, and yet that return is about as 
simple as it can be made under the law. 

| think the problem and the solution of it lies with us, to the extent 
that we have money to acquaint the farmer with what he can do to 
simplify his problem. We have been for months conducting an 
inquiry, a study of this matter, with some of the outstanding experts 
of the country whose services, by the way, are not costing us a penny, 
to see if we can find a way to make this job easier for the farmer. 

| am convinced once we can, and once we are able to give the farmer 
more attention by way of instruction that we will get a higher rate of 
compliance there. But, generally speaking, I feel confident that the 
level of compliance is rising rather than falling. 

Mr. James. Can we make a little distinction between ‘‘compliance”’ 
and “full compliance”? I realize, of course, that a lot of people have 
been scared into compliance and making returns. But is there any 
way in which you have been able to ascertain that those returns are 
not merely a gesture, but full compliance?, 

Mr. ANprEws. Yes. Once a return gets into the hopper we have 
the same shot at that return that we have at all others, because, by 
our process of selecting returns for examination we cover the entire 
gamut of returns. We don’t just take a certain group of them, but 
our selection applies in ‘some degree to every category of return we 
receive. After that we make the necessary examination, and from 
the results of that examination we determine whether or not there is 
deliberate evasion or whether the errors made are just natural errors. 
Fortunately, most of them are natural errors. I want this committee 
to know, I want everyone to know, that we do not ever take any 
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punitive action against anybody for making a natural mistake. We 
bend over backward to be sure we do not. There are people, of 
course, who would like to feel we do, but actually we do not. That 
is what makes me so confident, Mr. James, that we do not have a 
large amount of deliberate evasion, I mean, relatively large, because 
so many of the errors we find are just clerical errors due to. ignorance, 
to lack of mathematical skill, and to lack of understanding the law. 


COMPLIANCE WITH GAMBLER’S TAX 


Mr. James. Still on this matter of voluntary compliance; I think 
we all agree that this so-called gambler’s tax is a nuisance of the first 
order. Has there been any notable improvement in voluntary 
compliance in that? 

Mr. AnpREws. No, sir. 

Mr. James. Nobody is afraid of that one? 

Mr. Anprews. They don’t care about that. They are not going 
to worry about it. If they get caught, what happens? A big operator 
pays the fine and that is the end of it. 

Mr. James. Do you have any figures as to how much that particular 
tax has yielded? 

Mr. Anprews. Yes. I might say while Mr. Delk is finding that, 
Mr. James, here is the situation on that. This gambler’s tax business, 
stamp-tax thing, is that the big operator steps in and pays these 
fellows’ fines. Off the record. 

(Discussion off the record.) 

Mr. Dek. For the fiscal year 1952, in which the law became active 
November 1, 1951, it was $5,345,000; in 1953, $10,475,000; in fiscal 
vear 1954, $9,558,000. There is quite an interesting development 
there. The tax stamp when issued becomes public record at the end 
of the month of issue, and for the first 5 months of this year as com- 
pared to the first 5 months of last fiscal year, has shown a fall-off by 
one-third, dropping from 12,028 during the first 5 months of 19: 54 
fiscal year to 8,576 in the first 5 months of 1955. 

We have noticed certain things there. The increasing interest of 
States in utilizing those lists has driven a number of those, in the 
common terminology, underground. 

As to what we can do about it, is under study. Also, there are cer- 
tain gamblers of considerable size who apparently are operating out- 
side the United States. 

Mr. Anprews. A rather interesting aspect of this thing, gentlemen, 
that you should know about—you know our Intelligence Section, 
our fraud investigators are some of the best men we have. You notice 
that we gave you a report on the substantial increase on the amount 
of fraud work that has been disposed of. 

The time of those men was being pretty largely occupied when we 
took over by fooling with these petty gamblers because there were so 
many of such cases. It is about as fruitless an activity as they could 
engage in, when they could very well be dealing with things that make 
those men productive of as much as a quarter of a million dollars each 
in additional revenue. 

Mr. James. This question is off the record. 

(Discussion off the record.) 
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COMPLIANCE WITH SELF-EMPLOYMENT TAX 


Mr. James. As to taxes on the self-employed person, has that 
provision been found to be well complied with by those self-employed 
people? 

Mr. Anprews. I can’t tell you that, yet. But I contemplate a 
creat deal of trouble with it. For instance, let me give you an in- 
stance of an interesting sidelight on that. I was in Puerto Rico re- 
cently. We estimate that in Puerto Rico probably half the people 
file tax returns—the extension of the social-security coverage down 
there to self-employed people is going to add a very large number, a 
high percentage, of people as potential taxpayers on the tax rolls. 
Yet, we are very much concerned as to whether or not we can get our 
enforcement up to the point of being able to take care of the situation. 

For instance, there are innumerable people in Puerto Rico who sell 
lottery tickets. That is a legal business down there. They are self- 
employed under that law. There are people who operate little push- 
carts all over the area. They are self-employed under that law. 
Frankly, I contemplate a great deal of difficulty in developing an 
efficient and not too costly an enforcement of that particular aspect 
of the law. 

Let me make it clear, however, that I do not say this as a criticism. 

[ only mention it as a problem that I, as Tax Commissioner, see 
wits taking any position with regard to the law. That is not my 
business. I still see it as a terrific administrative problem, with an 
expenditure that is probably going to be rather high in respect to the 
collections. 


SOCIAL-SECURITY PAYMENTS FOR DOMESTIC HELP 


Mr. James. Since household servants, gardners, and cooks have 
been brought under social security, and many of them have several 
employers, have you discovered any laxity in the employers or the 
people themselves complying with the law? 

Mr. ANDREws. Yes; there is a great deal of that. 

Mr. Jamus. There is a great deal of it? 

Mr. ANpDrREws. It would take a great deal more people to deal with 
it completely than we have at present. 

Mr. James. As a matter of practical application—and this has to 
do also with those people who have been referred to as digging tomato 
plants and other jobs of that kind for the market—do those people 
as a class earn enough money so that they still, in view of their exemp- 
tions and so forth, are liable for any tax of any amount that is 
important? 

Mr. Anprews. Most of them do now, sir. Here is what you have 
there. You have people who are no longer regularly employed. 
They have taken themselves out of that category. I daresay there 
are men right in this room who have found that their servants now 
prefer to work for them on a day basis, as we call it down my way. 
They will work for you only a certain number of the days of the week. 
The rest of the time they will work for someone else. In other words, 
[ know any number of people who had full-time servants but they 
have gradually lost them to the dayworker. Their servant has 
decided they do not want full-time employment, principally because 
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they Mg do not want to pay the taxes. That is one way of getting 
out of it. 

Mr. James. If they continue and don’t want to pay the taxes, 
nevertheless, the employer is obligated to report periodically the 
amount paid to those people and pay one-half of the social-security 
contribution? 

Mr. ANDrREws. That is true. 

Mr. James. Are householders or people employing that class of 
help obligated to return a statement for the purpose of income tax? 

Mr. ANDREws. Yes. 

(Discussion off the record.) 

Mr. Sreminski. Mr. Chairman, I will yield to Mr. Passman. 

Mr. Passman. I have a quick question which will be off the record. 

(Discussion off the record.) 


LARGE OVERSEAS COLLECTIONS 


Mr. Passman. I have no further questions, Mr. Chairman. 

Mr. Sreminski. I have 2 or 3 points, Mr. Commissioner. What 
was the amount stated to have been collected by your efforts from 
overseas sources; do you recall? 

Mr. Anprews. The total amount of overseas collections, I could 
not tell you. 

Mr. Sreminski. | thought you mentioned that in your statement 
earlier. 

Mr. Detx. We do not have that segregated so we can tell you what 
is overseas. 

Mr. Steminskr. From Americans living abroad. I thought I heard 
a figure of $40 million. 

Mr. Anprews. No, sir. I spoke of a fraud case that we picked up 
in connection with our overseas efforts last year in the neighborhood 
of $20 million. 

Mr. SreEMINSKI. Just one case? 

Mr. AnprEws. Yes. We have a number of pretty large ones that 
have been picked up by our people that we have sent over. 

Mr. Sreminskt. Mr. Delk, would you care to enlarge on it? 

Mr. Detx. We located another person whose estimated net worth 
is between 150 million and 200 million dollars, and it appears that he 
has never filed a tax return. He is an American citizen, residing 
abroad. 

Mr. Sremrnskt. I like to point out instances where you and this com- 
mittee have been alert to unusual revenue situations. For instance, 
on pages 682 and 683 of the 1954 hearings, each of us at that time dis- 
cussed the subject of tax returns of overseas Americans. I would like 
to take this opportunity to congratulate you on your efforts to go into 
that and further tie it down. It shows good followthrough. 


ABANDONMENT OF SITE TAX PRIVILEGE 


Could you tell me something about the abandonment of site-tax 
privilege corporations can use when transferring locations from one 
area to another? Many people in my district were recently put out 
of work when the Gulf Oil Co. moved to Delaware. A vacuum was 
created; when the company moved, people were out of work. We tried 
our best in Bayonne to get other jobs for them. 





489 


When a corporation moves out of an area, for reasons of its own, 
which it is privileged to do, it would be good to know that it will and 
does exert every effort to be human in the situation. Certainly a 
corporation should be as considerate of its employees as we in the 
Congress try to be of corporations when we allow them to declare 
what you might call an abandonment-of-site tax exemption or priv- 
ilege. 

The question then is this: Am I privileged within the rule to ask 
whether the Gulf Oil Co. claimed any abandonment of site tax? It 
moved last year to Delaware. 

Mr. AnprEws. We would not be permitted to answer that question. 

Mr. Sreminski. In last fall’s campaign, some quarters claimed that 
little, if any, effort was made to ease the blow on the people that 
resulted from the move of Gulf Oil to Delaware. I would like the 
record to show that we have been sensitive to the situation. You are 
asked about it. I trust industry will take note that if abuses arise in 
such situations in a community, it is not going to be too long before 
Congress does something to tie up this tax hole on abandonment of 
site. At present, owners can let a plant run down and its machinery 
run down; then, when they feel they have squeezed the place dry, 
they can abandon site and to their employees say, ‘Fly your own kite.” 
That’s not right. Maybe the answer comes in ‘giving industry some 
consider ation on personal property taxes so that it has an incentive 
to keep modern and not let its plant develop into a slum. 


TAX OFFICE AT BAYONNE 


One last question: There has been a little discussion in my district 
about the removal of a tax office in Bayonne. When you move that 
office, if you move it, is it your intention to throw those people on 
the street as was done by Gulf Oil? 

Mr. De.x. I believe you have reference to the office at Bayonne. 

Mr. Sreminski. Yes. The question is motivated by our desire to 
help our people rather than to get into your privilege or lack of 
privilege or decision in moving or not moving. 

Mr. Anprews. If your question is only as to whether or not the 
people in the office are going to lose their jobs, the answer to that, I 
think, can be very easily given. No; they will not lose their jobs. 
We vey those oe but not there as badly as we need them some- 
where else. 

Mr. Deix. That office is 3 miles distant from a larger office in 
Jersey City. We will be employing the same people, the same number 
of people in the whole area, but it was another office to be kept open. 
There was one person sitting in that office all day and we found it was 
not used sufficient to justify that cost. The people would merely 
report out of the Jersey City office and the same number of people 
will work there. 

ROLE OF DIVISION OF RESEARCH 


Mr. Steminski. Do you have a department of research and develop- 
ment in your setup? 

Mr. Anprews. We have a Division of Research and Planning; yes. 

Mr. Sremrinski. Would that be directed in any way toward advising 
the Congress on the proper channels as to how we might more effec- 
tively collect taxes as well as levy them? 

Mr. Anprews. Not necessarily that department. Research work 
is more directed to matters of technical development than it is toward 
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operating matters. The proper people for advice of the kind that 
you are seeking, the proper source, would be our Division of Opera- 
tions. They have charge of collections. It would be through them 
that we would expect to get the information necessary to make a 
recommendation of that. kind. 


Mr. Sreminski. That is all, Mr. Chairman. 


RULINGS IN FIELD BY LETTER OF DETERMINATION 


Mr. Murray. I have just a few questions. Is it my understanding 
from your statement that the ruling in the field that can be made is a 
letter of determination as to assessment and that that is ineffectual 
until it is approved; is that correct? 

Mr. AnprREws. No, that is not quite the way it works. A letter of 
determination is a letter written in response to a request from a tax- 
payer for a decision on a particular point of law. He can get that from 
a district director, when it is the type of question that is pretty well 
settled by pre .cedent, and does not involve any new point of law or any 
special situation. That determination is usually good, although, of 
course, it is dependent on proper interpretation of the law, based on the 
facts. 

Mr. Murray. When would you have such a thing as a final ruling? 

Mr. Anprews. Out of Washington. 

Mr. Murray. In other words, the field at the present time does not 
have the authority to make a determination where there is a question 
on, say, the propriety of a deduction until it has been approved by 
Washington; is that correct? 

Mr. Anprews. No. Ordinarily, these letters of determination do 
not require approval by Washington. I do not know of a single case 
where one of them has been upset because they deal only with matters 
that are pretty well established by precedent. The field, however, 
if they got a novel question, something new, that they had not dealt 
with before; some set of circumstances were different in their applica- 
tion to the law than they had before, and they did not feel certain 
about it, it would have to come to Washington for ruling. Our 
policy, generally, when we issue a ruling in Washington, is to stand 
by that ruling. 


GRANTING TAX EXEMPTIONS TO ORGANIZATIONS 


Mr. Murray. I would like to ask a few questions on the question 
of granting exemptions. Is that done in the field, or is that done in 
Washineton? 

Mr. AnpDkREWs. You mean exempt organizations? 

Mr. Murray. Yes. 

Mr. ANprews. There, again, you have somewhat the same pro- 
cedure. The field is permitted to handle matters of exemption for 
organizations, that is, to apply the exempt organization section of 
the law where the precedent is pretty well established, where there is 
no doubt in their mind about the entitlement of the organization to 
the exemption or its nonentitlement. Where they are in doubt about 
it, they are required to send it to Washington for ruling. 
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Mr. Murray. When the field makes a determination with respect 
to an exempt organization, or it is sent to Washington for determi- 
nation, is any field investigation made of the company, or is it just a 
question of examining the material that the exempt organization 
submits? 

Mr. AnpreEws. Let us look at it this way: Actually, of course we 
do not ordinarily grant exemption until after a year of operation, to 
see what they are actually doing as opposed to what they say they 
are going to do. 

Our tield forces are requried to review the operations of all exempt 
organizations from time to time to see whether they are still doing 
what they were doing when the exemption was granted, that they have 
not changed their basis of operation. 

Ii they find a change in the basis of operation, or the method of 
operation that should take away an exemption previously granted, 
then it is taken away. We have had a few cases of that. 

Mr. Murray. Let’s take this as an assumption, You have an 
organization that decides to incorporate as a non-profit organiza- 
tion. Do you in the field check that organization? Maybe it might 
be just a gathering together of capital. Do you at all check that at 
the initial stage, or do you just wait? 

Mr. Anprews. There is supposed to be enough of an examination 
of the matter in the field before an exemption status is granted to 
enable them to determine whether the operations of that organization 
are such as to entitle them to the exemption. 

Mr. Murray. So there is an examination by the field of the books 
and records. In your letter of conferring an exemption, do you spell 
out in the letter that the exemption that you confer is only an exemp- 
tion from Federal income tax and has nothing to do with local taxa- 
tion? The reason I ask that question is because in a number of local 
cases, the people have secured an exemption from the Federal Gov- 
ernment for income taxes and then use their Federal income-tax 
exemption as a medium of obtaining a local-tax exemption. 

Mr. AnpREws. We don’t attempt to construe the law of any State 
or locality. We only attempt to construe the Federal law, the law 
that we are responsible for. We don’t deal with the question of 
whether they are exempt under the State or local law. We simply 
say, “You are exempt under the Federal law that we are charged 
with administering.” 

If they are able to take that and go to the State or locality and get 
State or local exemption, that is a matter as to which, of course, we 
would have no jurisdiction. 

Mr. Murray. You would have the jurisdiction, would you not, of 
at least spelling it out in the letter, that it has no application to the 
question of local taxes? 

Mr. AnpreEws. I think that would be a gratuitous thing on our part. 
After all, we don’t have any jurisdiction over State and local matters. 
[ don’t see why we should do that. I am quite sure that some of them 
might regard us as presumptuous if we did, some of the State and local 
officials. 

Mr. Murray. I don’t think you would be presumptuous if you said 
that the application had nothing to do with the State tax laws and it 
was purely and simply an exemption from Federal taxes. 
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Mr. AnpreEws. It is well known that we don’t. I wouldn’t want to 
be categorical about the thing right now, but I would say offhand we 
probably would not do that. 


INTERNAL AUDIT PROGRAM 


Mr. Murray. On the question of internal audit, Mr. Commissioner, 
when was the internal audit as it is presently conducted, initiated? 

Mr. AnprREws. It was intended to be a part of the reorganization 
that took place in 1952 and which became effective, as I recall, on the 
first of December 1952. It was one of those things that Congress did 
not object to, so it became an administrative action, I believe, in May 
1952, although Congress, by some sort of action, resolution, I guess, 
set a deadline of December 1. 

However, I don’t believe that the present concept of inspection was 
the concept of those who did the reorganization work, rather, it was 
the concept that we brought to it in making an internal audit, as well 
as a security and conduct investigation. When we came in it was 
pretty largely just a conduct investigation matter, which, of course, 
is totally inadequate to our purposes. We then divided the activity 
into 2 units, 1 unit to deal with internal audit, which is essentially 
under the control of professional accountants, people who know how 
to make an audit, and a management survey, and the other unit under 
the control of investigative men, men experienced in making conduct, 
character, and other investigations, some prior to employment and 
that sort of thing. 

We established the idea, of course, when we finally decided upon the 
reduction of regional offices from 17 to 9 and put that into effect on 
July 1, 1953. Actually, we did not really get down to brass tacks with 
the internal audit until about October 1953, and in the meantime we 
have been gradually building that service up. I would not be willing 
to say that it became a really effective organization until about the 
first of this past fiscal year, July 1, 1954. 

Mr. Murray. The reason I say that is because, as I recall, there 
was a division being set up in the old administration for an independent 
and internal audit. I was just wondering whether that had been 
completed during that period, or whether it was something new under 
your administration. 

Mr. Anprews. Not in the broad aspects that we now have set up. 
I can tell you that when we went in, as an internal audit organization, 
it was nonexistent. It had a lot of people but they were not internal 
auditors. 

PROBLEM OF MORALE OF THE SERVICE 


Mr. Murray. You spoke, Mr. Commissioner, about personnel 
problems existing prior to the time of your administration. What was 
the reason for these personnel problems? 

Mr. Anprews. I think there were a great many reasons for it. It 
is generally expressed in terms of low morale. The morale was low 
all right when we went in. I think most of those people’s morale was 
low for two principal reasons. No. 1 is that they had a service that 
had previously enjoyed a high reputation and which had been plunged 
into about the lowest depths of disrepute. They were suffering from 
it as much as the people who had committed the wrong. There were 
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then 54,000 people in the Revenue Service, and everyone in it was 
tainted by the corruption that had taken place. True enough, and 
[ would like to emphasize this, the actual number of people who com- 
mitted wrongs that brought about that situation was relatively small. 
It certainly was not true that the whole barrel of apples was bad. 
We had in the Revenue Service, generally speaking, as fine a group of 
people as there are in any business. But they were all tainted with 
this—— 

Mr. Murray. In other words, because of the widespread publicity 
about alleged corruption in Government service, the effect of that 
publicity was that employees who had given long and faithful years of 
service were suspected of being corrupt and it created a personnel 
problem among the fine and capable servants; is that true? 

Mr. ANDREWS. Yes, they felt it in the attitude of people toward 
them. That was not the whole thing. For quite a number of years 
there had been a neglect of the granting of grade promotions. Liter- 
ally thousands of those people were entitled to them. We found 
people doing a much higher grade of work than they were being paid 
for. There was all kind of preference and favoritism being shown, 
with the result that the people with real ambition and ability felt 
frustrated and confused. They did not know what was going to 
happen, ‘‘Where are we going to go from here?” 

That was the second major cause of the feeling of frustration, the 
confusion that these people felt. It was a problem that we were 
confronted with when we went in. 

Mr. Murray. I noticed that problem at the time myself, while in 
the law business. To my mind it was tragic that thousands and 
thousands of honest and efficient Government employees were harassed 
or suspected of doing wrong just because there might have been one 
dishonest employee and there were very very few of such employees. 

I am certainly happy to see that the problem has been straightened 
out under your administration. 

Mr. Anprews. We think we have solved most of it, Mr. Murray. 


DELEGATIONS OF AUTHORITY TO THE FIELD 


Mr. Murray. The last question I had was with respect to delega- 
tions of authority to the field. You stated in your opening remarks 
that one of the improvements you have made in the Service is with 
respect to delegations of authority in the field; is that correct? 

Mr, Anprews. That is right. 

Mr. Murray. I was wondering whether it would be consistent with 
your rules and regulations to submit to us the delegations of authority 
that you have made to the field? 

Mr. De.x. You mean, a brief of them, rather than the delegation? 

Mr. ANprEews. We can give you that. There are quite a number of 
them in order to get the authority to act down to the proper level. 

Mr. Murray. The reason I ask that question is that I noticed 
that you are asking for 47 attorneys in the Enforcement Division 
for the central office and 43 attorneys for the field office. I cannot 
understand the request if there has been a great deal of delegation of 
authority in the field. 
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Mr. Anprews. The field does not have enough attorneys to handle 
the increased load that comes from extending the number of examina- 
tions that we are making. 

Mr. Murray. I can understand the 43 attorneys in the field. The 
thing I cannot understand is the increase of 47 attorneys in the 
Washington office. 

Mr. Anprews. Every one of the refund cases of $100,000 or more 
has to be reviewed in Wasbington by the attorney. 

Mr. Murray. What is the reason for that, Mr. Commissioner? 

Mr. AnpDREws. Because we have not yet worked out entirely the 
idea of what we call direct referral. There has been a resistance to 
that which some feel has merit. Some of us feel that the local people 
should be able to send a case right over to the prosecuting attorney. 

Mr. Murray. That is what I cannot understand. Why is it not 
possible to send a case right from the local people over to. the United 
States attorney? 

Mr. AnpreEws. A great deal of that is done. 

Some review has to be made here sometimes when the field requests 
assistance. 

Mr. Morray. Don’t you have this situation? You have attorneys 
in the local office who examine the case, say it is a fraud case, and 
whose recommendation might be that it is to be prosecuted. I can 
see a recommendation of a not prosecution. But suppose the recom- 
mendation is that you prosecute. Then you have that case come 
down to Washington for review 

Mr. ANpDREws. Only if the field asks for a review. 

Mr. Murray. Take the $100,000 cases. 

Mr. AnpreEws. That is a refund case. They are required by law 
to go to the Joint Committee for review before that refund is made. 

Mr. Murray. When does the case have to be forwarded to Wash- 
ington, when it is a fraud prosecution case? 

Mr. Anprews. I would say that there it is a question of whether 
the people in the field are not quite certain and they want some advice 
from Washington. We have some pretty fine people here in Washing- 
ton. The Washington force has been getting an increased volume of 
work. It is bound to get an increased volume of work as the field 
gets an increased volume of work. That is inevitable. 

In addition to that, I might go on and add to the problem a little 
bit. We have a great many people here in Washington who are con- 
stantly asking us for information. Right now, for instance, I have a 
pretty good segment of the Chief Counsel’s Office tied up gathering 
information for me in connection with inquiries requested by Members 
of Congress which are pretty important and should be investigated. 

Our volume of work naturally grows in the field and in Washington 
as the number of cases that we examine increases, and they are increas- 
ing all the time. 

Mr. Murray. If you have a delegation of authority to the field, it 
seems to me that you would not have that volume of cases. 

Mr. Anprews. We cannot delegate everything, Mr. Murray, and 
we must guide and assist the field. It is a matter with us over there 
who have lived with the problem of sensing sometimes just how far 
you can go. I could issue an order within certain limits, because 
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there are some things I can’t delegate, just practically moving every- 
thing out of Washington. I don’t think that would be good 
management. 

Mr. Murray. I don’t think so, either. I recognize the value and 
importance of centralized control in the Federal tax enactment. 
The thing I was questioning is that I hear about all these delega- 
tions to the field made by the different agencies in the interest of 
efficiency, and I am wondering what they have been and how they 
create this efficiency. 

Mr. Anprews. They get earlier and more informed action. Let me 
tell you what has been done so you will see the picture. You can’t 
look at the picture of what it has been in the field of legal advice, 
because that is, after all, only an auxiliary to our main operation. 
It is not by any means the only important thing we do. It is 
important but it is auxiliary to the job of administering the tax 
law, just as our engineering people are auxiliary to the main problem. 

Let us go back to the organization of the Retenue Service before 
that happened. At that time there was—what city are you from? 

Mr. Murray. Chicago. 

Mr. AnpreEws. Chicago is too big a city to take. I knew you 
were from Illinois. Let us take Springfield. Springfield at one time 
had a collector, a revenue agent in charge, a special agent in charge. 
It had an alcohol and tobacco tax outfit, and it also had a technical 
staff, which was the same then as our present Appellate Division. 
There were five different offices in the city of Springfield, each of them 
independent of the other and responsible directly to Washington for 
their decisions. When we speak, therefore, of delegation of au- 
thority, we speak of the delegation of that entire operating authority 
practically from Washington to the field. Why? Because we have 
brought together under the jurisdiction of one district director in 
Springfield most of those operations. They are namely a little 
different now. We have an Audit Division, an appellate staff, and 
alcohol and tobacco staff, the criminal, special intelligence, and so on. 

In order to strengthen the Director’s hand out there, the Commis- 
sioner had to give him authority which previously was exercised by 
the people in Washington to whom these different people reported. 
Some people criticized that. The reorganization called for that type 
of setup, the regional commissioner setup, the intervening group 
between the Commissioner and the district offices. My goodness, you 
would not put people out in jobs of that kind without any authority 
to carry it out. So we gave them the authority. 

When we gave them the authority—of course, they had the respon- 
sibility—the Commissioner just said that instead of our deciding 
all these questions which have been sent into Washington by all 
these people in 64 cities throughout the United States, that we are 
voing to give them to you to settle now under our supervision. We 
have delegated every single bit of authority that we can delegate to 
those people to make in the field the decisions previously made in 
Washington. 

Mr. Murray. I realize that the legal end is just one end of it. 
I would just like to find out about these delegations, what they are. 

Mr. AnprEws. Have I clarified that somewhat for you? 

Mr. Murray. A little. not much. 
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Mr. Anprews. You will get the details of those delegations here; 
what things they can decide. That will be in the writeup we will 
supply to you. The question of how much legal staff we need there 
and in Washington is purely a question of administrative judgment 
as to how that thing should balance off after talking with the General 
Counsel, who is responsible for the legal end of it, and our own people 
who make a study of these needs. That just seems to us to be the 
proper balance. 

Mr. Deux. I think the justification you are speaking from, sir, has 
misled you. It refers to the Enforcement Division of which there is 
one in Washington. The attorneys referred to are to be in the field 
under the regional counsels, in their counterpart divisions. These 
attorneys are for the field with the exception of 8, the 8 being for 
the Review Division here for the increased number of refund cases 
that must come through here going to the joint committee. But the 
enforcement attorneys referred to are for the field entirely. There are 
no additions to the Washington staff for that. 

One thing I think should be pointed out, and your concern deals 
with it, is that the Department of Justice has centralized its actions in 
much of the work with which we deal with them. To the extent that 
they maintain centralized action here, we are limited in the amount of 
delegation or, you might say, the amount of work we can complete in 
the field without bringing it to Washington. 

Mr. Anprews. We are not limited but are required more or less to 
follow their setup. 

Mr. Murray. It is a mutual problem. You have to delegate to 
the people in the field, and the Department of Justice has to also dele- 
gate to the local United States attorneys the authority; is that correct? 

Mr. Dexix. However, that has not been done in some cases, and 
criminal is one of them. Our people are delegated in the field to refer 
directly for criminal prosecution. The district attorneys, in turn, 
refer to the counterpart division here, the Tax Division. In handling 
that case they deal with our Chief Counsel in Washington. In order 
to meet that dealing straight across here at Washington, when the 
report goes over a copy has to come into Washington, so they can do 
two things with it. They generally review the action of the field and 
prepare themselves for any discussions with the Department of Justice 
that may be necessary to back up the field’s action. That work has, 
as I recall it, in the last year reduced the number of attorneys on crimi- 
nal-prosecution work in Washington to less than half of what it was 
more than 2 years ago. 

There has been a reduction of 56 attorneys in the Washington office. 
They have been dispersed through the field as immediate legal advisers 
to the directors and regional advisers. 

The increase asked here is for eight in the Washington office. That 
is for the additional increase in the refund cases over $100,000. As 
you know, that was lowered from $200,000 to $100,000. The joint 
committee has also expressed a preference that those cases be brought 
through the Chief Counsel’s office here so they will be prepared to 
discuss them with them. 

Mr. Murray. That is all. 

(The following material was supplied by the Department:) 
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The principal delegations made are as follows: 

1. District directors were given authority to certify assessment lists. 

2. District directors were given authority to adjust employment-tax claims. 

3. District directors were authorized to make assessments on employment-tax 
returns prepared for delinquent taxpayers and to assess fraud and 100 percent 
penalties in employment-tax cases. 

4. District directors were authorized to handle estate-tax claims under the 
same rules applicable to income-tax claims, thus eliminating the practice of 
initially referring such claims to the national office for consideration and disposi- 
tion. 

5. Final authority was delegated to each of the Excess Profits Tax Council 
advisers stationed in regional offices to make settlement on behalf of the commis- 
sioner, within certain monetary limitations. 

6. District directors were authorized to schedule for abatement, credit, or 
refund tentative allowances in any amount. 

7. Regional commissioners were delegated authority to issue notices authorizing 
additional inspections of taxpayers’ books and records. 

8. Authority was delegated to district directors to accept finally certain offers 
in compromise involving liabilities less than $500. District directors were also 
delegated authority to reject any offer in compromise coming under their process- 
ing jurisdiction, irrespective of the amount of the liability including cases involving 
specific penalties. 

9. Authority was given to district directors with some limitation to determine 
the status of organizations claiming exemption under section 501 (c) of the 
tevenue Code. 

10. Recently regional counsel was delegated the responsibility for furnishing 
legal advice to the district directors on their collection problems, particularly 
those which may involve court proceedings. 

11. District directors have been authorized to make final decision with the 
legal advice of the regional counsel on applications for release of Federal tax liens 
and discharges of property from the effect of such liens. Formerly, applications 
of this type were forwarded to the national office. 


SPECIFIC BUDGET INCREASES 


Mr. Gary. Mr. Andrews, the table on page 143 of the justifications 
shows that your total appropriation for the current fiscal year was 
$273,662,000. You are requesting for fiscal year 1956 $286 million. 
That is an increase of $12,338,000. Will you give us a statement 
showing the specific increases which you are requesting? 

Mr. ANprews. What it is made up of? 

Mr. Gary. Yes; what items make up the $12,338,000. 

Mr. De x. I can give you one now, generally. 

Mr. Gary. Just put it in the record, stating specifically what it 
is made up of will you? In addition to that, w ‘ill you put in a state- 
ment of the specific number of additional employe es you are request- 
ing, broken down as to classifications, field and central office? 

Mr. Dex. Yes, sir. You mean classification grades or functional? 

Mr. Gary. Functional classifications. 

(The following material was supplied by the Department:) 


Additional employees requested in 1956 estimate 
Field service: 
Revenue agents_ __. ; 1, 000 
Clerks (Audit Divisions). AA iiat< as y 46 pe 488 
AVLOLNe YE. = ~:s----+ 3 
Clerks (legal) - - - 


National office: 
BERTON oe ou ~ £58405 Hees OH 256K SUeHi 
Clerks (legal) - el 


Total additional employees requested 
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Analysis of increase of appropriation estimate for fiscal year 1956 over total 
appropriation for fiscal year 1956 


Man-years Amount 


ADJUSTMENTS IN 1956 BASE | 
| 


Annualization cost of additional pe epee authorized on a part-year basis in 

Supplemental Appropriation Act, 1955 5 | +368. 3 +$1, 136, 275 
Savings made by decrease in collection officers —337.0 | —1, 559, 636 
Increase in temporary help i +382.4 | +1,118, 784 
Increase in revenue agents- +55. 0 | +233, 372 
Increase in cost of advanced training center_- senha ~qotac divobieehaih’ +207, 480 
Additional cost of fringe benefits authorized in 19550na part-y ear basis_ PAS +594, 245 
Reduction in personnel to meet additional costs for fringe benefits . — 594, 245 


Net adjustments to 1956 base 
INCREASE OVER 1956 BASE 


Addition of 1,000 revenue agents and 488 clerks and related costs._...___.__- 
Addition of 88 attorneys and 65 clerks and related costs___- 

Space consolidation and improvement.__. hit AA teins JA tb Dacha P 
Replacement of obsolete and inadequate equipment. a64 anf, 477, 119 
Addition of 100 passenger automobiles een Panes +140, 000 


Total increase over 1956 base. ___.........-. dctenbeebiceds +1, 641.0 | +411, 201, 725 





Total net increase 1956 over 1955____- ee anarenustnokes | +1, 982.7 | +12, 338, 000 





CIVIL DEFENSE ASPECTS OF DECENTRALIZATION 


I have just one other question. In discussing decentralization you 
referred to the civil-defense aspects. Did the Civil Defense Admin- 
istration cooperate with you in working out your decentralization 
program? 

Mr. Anprews. They did not have anything much to do with the 
decentralization plan that we have. That was our own idea, actually. 
We, of course, had in mind the desirability of it. It happened that 
the two things coincided. Civil Defense has staged some practice 
drills on it. We have had some practice of seeing how it worked. 
We are much encouraged by it. 

Mr. Gary. You are working to some extent with the Civil Defense 
Administration on it? 

Mr. AnpReEws. Yes. We continue to work with them to provide 
our part of the general plan of dispersion in case something happens. 


INCOME-TAX PAYERS RESIDING ABROAD 


Mr. Canriecp. Mr. Delk, in your testimony earlier today you 
referred to an American who you said, I believe, may be worth $200 
million and may not have filed an income tax over a period of years. 
That is a case that is being looked into now? 

Mr. De x. Yes, sir. 

Mr. Canrie_p. Do you perchance think there are other cases of 
that kind, referring to Americans living abroad? 

Mr. Dex. I can give you general descriptions. I cannot give 
you a specific description of other cases involving individuals. 

Mr. CanrFrEeLp. Perhaps with big incomes? 

Mr. Deux. Yes. 

Mr. Canrretp. As far as numbers are concerned, a goodly number 
may be involved? 
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Mr. Dexk. I have before me 12 cases. I see one of them is a general 
situation, so that there would be 11 specific cases that we selected as 
an illustration of the results of a very limited survey made last year. 
We have had the program for several years. We increased it con- 
siderably last year in sending people abroad through the military 
areas and other areas where American citizens are concentrated to 
assist in the preparation of their returns. They do not have available 
to them information that we look upon as being normal here. As a 
consequence of that, we prepared a booklet specifically outlining the 
tax responsibility of American citizens residing abroad. ‘That does 
not mean just temporary travel but are residing abroad. 

That has been distributed through the cooperation of the State 
Department to all people holding visas and passports for those pur- 
poses. Through a check of the outstanding passports of residents 
abroad, we have arrived at the number we have told you, approxi- 
mately 550,000 residents abroad. 

While abroad on the assistance program last year, we extended the 
period of the stay of the 22 agents who went abroad for a short period 
in order to make limited investigations of what these people are doing 
and what their apparent incomes and businesses were. It was 
through that and the check of our records here as best we can, because 
there is a possibility they may be filing in some district where they 
were last located, and on these we have failed to find that they have 
filed ——— 

Mr. CanrieLtp. Where did you send your men, Paris? 

Mr. Detx. We have an agent or have had an agent stationed in 
Paris for many years. I do not know when he went there. He has 
been more or less utilized for financial consultation of various financial 
missions. 

Mr. Canrietp. A Treasury representative? 

Mr. Dex. He is specifically a representative of the Revenue 
Service. We are establishing four others abroad. We are stationing 
several additional men in offices, including Paris. With the work we 
will do, we will arrive at more specifically what we will have to follow 
these up with. We had considerable problems, for illustration, as to 
whether or not the taxpayers had been adequately informed and had 
available to them knowledge of their tax responsibility before we 
distributed this booklet. We can now charge them with specific 
responsibility for knowledge of their: t tax responsibility as American 
citizens. 

With that as a beginning point, we are in a position to follow through 
even on a broad basis for prosecution if necessary. 

Mr. Canrrevp. As far as you know, most of these Americans return 
home periodically? 

Mr. Deux. I understand that the one case I spoke of, with net worth 
of between $150 million and $200 million, has not been in this country 
for many years, that he began residing abroad when a young person. 

Mr. Canrie.tp. Is he reachable under our tax laws? 

Mr. Anprews. We do not know. Whether or not we can get the 
money is another thing. 

Mr. Passman. What would be the status of an American citizen, 
shall we say, residing in France, who has earned millions of frances 
that he declared in France and purchased property there? Would he 
be subject to the United States income tax laws? 
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Mr. Anprews. An American citizen abroad is exempt from taxa- 
tion if he is abroad a full 17 months only to the extent of $20,000. 
You remember what happened. When we began to send people all 
over the world to take American technical know-how, Congress, in 
order to facilitate that program, passed a law which exempted those 
people from tax altogether if they were out of the country for astraight 
period of 17 months. 

What happened was that some of the American movie actors and 
others got wise to that and went abroad to earn large sums of money, 
and the Secretary and I and everybody else became concerned about 
it, and last Congress limited the exemption to $20,000. Presumably, 
the answer to the question you asked is that up to $20,000 would be 
exempt. 

As an American citizen, he is subject to the laws of this country and 
is entitled to the protection of the laws. 


PAYMENTS OF TAXES IN FOREIGN CURRENCIES 


Mr. Dex. In the 1954 code there was provision of payment of 
taxes by residents abroad in foreign currencies which was not pre- 
viously permitted. 

Mr. ANprews. That was done at our request, because a great 
many of these people are in a position where they do not have any- 
thing but foreign currency to pay with, and many of them have not 
paid because there was no provision for paying in foreign currency. 
We decided that we would take the foreign currency, because we think 
it is distinctly desirable to have whatever they have to pay with even 
if we have difficulty in converting it into dollars. 

Mr. Passman. The loophole has been stopped. A man could not 
go abroad and acquire much wealth and then come back later to this 
country with tax-free dollars? 

Mr. Anprews. Not if we do our job. 

Mr. Gary. Mr. Commissioner, we thank you for a very thorough, 
comprehensive, and informative presentation of the request of your 
Department. I am certain it has been very helpful to the committee. 


DATA ON REVENUES AND NATIONAL INCOME 


(The following additional statements were submitted by the 
Department:) 
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Comparison of budget estimates of revenue with actual revenue—comparison of total 
budget estimates of revenue with actual revenue, fiscal years 1928-54 


{All estimates are based on the revenue laws existing at the time of making the extimates; in many years 
there were drastic changes in the law after the estimates were made and these, of course, were reflected 
in the actual receipts] 





: | Percentage increase or decrease 
| Estimate issued in January of—| (—), actual revenue over esti- 


Actualrevenue ; 7 
mate issued in January of— 


(total budget 
receipts) ! —— - - - ee 
That year That year 


Millions of Millions of | Millions of 


Fiscal year 





| 
Preceding year | | Preceding year 





1938 
1939 


dollars 


= 


45, 408. 
47, 739. 
44, 238. 
44, 702. 
46, 361. 
42, 773. 
41, 310. 
53, 368. 
67, 999. 
72, 649. 


AONWWI1WSxuBWaI34) 


ee 


dollars 
3, 944. 
3, 676. 
4, 117. 
3, 705. 
2, 238. 
2, 467. 
3, 259. 
3, 711. 
4, 410. 
5, 828. 
6, 320. 
5, 520. 
5, 703. 
7, 653. 
12, 816. 
24, 552. 
42, 578. 
47, 022. 
39, 706. 
41, 584. 
46, 837. 
44, 043. 
42, 185. 
49, 807. 
69, 040. 
75, 207.7 


KAW AADHK WOH Nw DK aN we-OCC COOK OF 


dollars 
3, 652. 
3, 675. 
3, 687. 
4, 093. 
3, 955. 
2, 576. ! 
2, 791. 
3, 974. 
3, 991. 
5, 654. 
7, 293. 
5, 919. 
5, 669. 
6, 150. 
8, 971. 
17, 852. 
35, 406. 
43, 425. 
42, 854. 
32, 938. 
39, 338. 
46, 148. 
45, 420. 
41, 911. 
61, 939. 
77, 737. 


~) 


bt 


Pw OnaDoraI Sb 


Percent 


2 


—1. 
2. 
3. 
8. 
6. 

—4. 
6. 


~ 


—0. 
6. 
—1. 
—13. 
—10. 
—15. 
—4. 


—6. 


% 


‘. 
—l1. 
—2. 
—2. 

7. 
—\. 
—3. 


94 


15 | 
66 | 
93 | 
42 | 


73 


43 


39 | 
68 | 
Bi 
25 | 


68 | 


87 
04 
65 
76 


65 


50 
02 
88 
07 
15 
51 
40 


52 | 


Percent 

6. 
6.‘ 

9. § 

— 22. 
—49. ¢ 

—19. 2 

11. 

—4. 

3. 


—6. 


—4. 2! 
4.5 

34. 4 
52. ¢ 


Or On OCCUPY ADW 


| 
| 11. 41 
| 


Oe PIAS 


73, 172. 75, 856. 9 75, 521. —3. 54 


1 Total budget receipts, general and special accounts, on the basis of the daily Treasury statements through 
1952 and on basis of Monthly Statement of Receipts and Expenditures of the U. S. Government for 1953 
and 1954; figures are before deduction of appropriations to old-age and survivors insurance trust fund, appro- 
priations to railroad retirement account, and refunds of receipts. 











Norte.—Estimates are not adjusted to take account of the changes in legislation which affect receipts 
subsequent to the time of making the estimates. 
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Personal income, national income, and gross national product, 1929-54 
{In billions of dollars} 





| | 
+ros 1 Bien 

Gross | | | Personal | National 
income ! income 2 


Gross 
national 
product 3 


| ars, al | Nati £ x 
em oe national || 
| | product 3 || 


Calendar years: | Calendar years— | | 
Be uniden« ie 86 | 88 Continued | 
ti nici 77 76 91 | ides sascakenel 227 240 | 
1931 ‘ 66 60 | accu ae . 255 | 277 
er... ; 50 43 | f 1952_... 7 271 | 291 | 
1933.... 47 40 56 ithe saenean 286 | 305 
1934 ‘ 54 49 bE 1054 4. ... 286 300 | 
MR cn ccced 60 57 3 |} ist quarter 5__ 285 299 | 
pe. .k 68 65 | 3 | 2d quarter 5__ 286 300 | 
1937_._- ‘ 74 74 f | 3d quarter 5 286 299 
RR eis 69 68 35 II 4th quarter#5 289 303 
. 73 73 91 || Fiscal years: 
1940____ 79 82 1 1946 __ | 171 | 172 
eel sisaars Be 96 105 26 | ae eS. 184 | 190 | 
oes. ...... 123 138 59 || Se csccehoseca 200 | 209 
1943 ‘ 151 170 93 | 1949. __ 210 | 223 | 
1944____ sau 166 183 | | 1950___- et 213 | 220 263 
EAS: 171 181 7 1951 242 263 | 312 
1946 ee 178 180 206 1952 se 263 284 | 337 
1947 191 197 32 | ee = te 281 | 302 | 358 
Bes ee dends 209 222 257 | 1954 a | 286 | 301 | 360 
1949____ 207 216 2: | 











1 Personal income: Sum of all income flowing to individuals (including unincorporated business), both 
from production and from payments such as Government pensions and social-security benefits. 

2 National income: Net income of individuals and corporations from production. after depreciation allow- 
ances but before income taxes. 

3 Gross national product: Market value of all production of goods and services in the country. 

4 Estimated by Council of Economie Advisers. 

5 Seasonally adjusted annual rates. 


Source: Department of Commerce, except as noted. Office of the Secretary of the Treasury Analysis 
Staff, Debt Division. 


EXPENDITURES FOR PUBLIC RELATIONS AND PUBLICITY 


Mr. Johnson, I have 1 or 2 requests of you on the general presenta- 
tion of the Treasury Department. We would like to have a state- 
ment of the amount spent from 1950 to 1956, estimated for 1956, for 
public relations and publicity, broken down by bureaus where there 
are separate setups for that purpose within the Bureau. 

Mr. Jounson. Yes, sir. We will provide it. 

(The material referred to follows:) 
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LANGUAGE CHANGES 


Mr. Gary. Will you also put in the record at this point an explana- 
tion of your language changes? 

Mr. Jounson. I have prepared a statement containing a brief 
explanation of the appropriation language changes proposed for the 
fiscal year 1956. I will be glad to insert it in the record at this 
point. 

(The material referred to follows:) 


EXPLANATION OF CHANGES IN APPROPRIATION LANGUAGE PROPOSED FOR THE 
FiscaL YEAR 1956 


Mr. Chairman, in general, the appropriation language changes being proposed 
are, for the most part, for the purpose of bringing existing provisions up to date 
and making the former language applicable to the fiscal vear 1956. In several 
instances, however, some substantive changes have been proposed. I have pre- 
pared a statement containing a brief explanation of each of these changes which I 
would like to insert in the record at this point if this meets with your approval. 


BUREAU OF PUBLIC DEBT 


It is proposed that the words ‘‘or currency”’ be deleted from the present phrase 
“for necessary expenses connected with any public debt or currency issues of the 
United States, * * *’ This reference to currency is no longer necessary inasmuch 
as the currency redemption operations, formerly a responsibility of the Bureau 
of Public Debt, have been decentralized to the Federal Reserve banks, and 
reimbursements for services in connection therewith will be made by the Office of 
the Treasurer of the United States from funds appropriated directly to that Office. 


BUREAU OF CUSTOMS 


Aside from the increase in authority for the replacement of passenger motor 
vehicles from 50 to 75, the only substantive change in the appropriation language 
involves the addition of the phrase “* * *; uniforms or allowances therefor, as 
authorized by the Act of September 1, 1954 (64 Stat. 1114); * * *’ This phrase 
has been added in order to implement the provisions relating to uniform allowances 
contained in the Federal Employees Uniform Allowance Act, title IV of Public 
Law 763, 83d Congress. 


INTERNAL REVENUE SERVICE 


Two substantive changes in appropriation language are proposed for the fiscal 
vear 1956. 

The first change authorizes an increase in the purchase of passenger motor 
vehicles from 100 to 200, of which 100 are for replacement only. It is necessary 
to expand the fleet by 100 vehicles in 1956 to meet the transportation requirements 
of the increased staff of alecohol-tax investigators and special agents. 

The second substantive change involves insertion of a phrase “ * * * ; care 
and treatment of Halsford V. Sharpe, as authorized by the Act of June 16, 1954 
(Private Law 419); * * * ” Private Law 419, 83d Congress, approved June 16, 
1954, provides for reimbursement of designated hospital facilities for the care and 
treatment of one Halsford V. Sharpe, who is permanently and totally disabled 
as a result of an injury sustained by him in the course of his arrest by alcohol-tax 
investigators in Lexington County, 8. C., on March 7, 1942. Subsection (ce) of 
the act provides, in part, that “There are authorized to be appropriated to the 
Secretary of the Treasury for each fiscal year such sums as may be necessary to 
enable the Secretary to reimburse the Public Health Service or the Veterans’ 
Administration, as the case may be, for care and treatment provided under the 
authority of this subsection.’’ The proposed new language will provide the 
necessary authority for reimbursing the Public Health Service for these costs 
and will avoid the necessity for establishing a new and separate appropriation 
account which would otherwise be necessary. 
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UNITED STATES SECRET SERVICE 


The only substantive change in appropriation language is to increase from 10 
to 30 the number of passenger motor vehicles that may be purchased for replace- 
ment only. 

BUREAU OF THE MINT 


The only change in language proposed is to permit the replacement of a station 
wagon used for transporting guards between Elizabethtown, Kv., and the gold 
bullion depositary at Fort Knox, Ky. Elizabethtown is the nearest point at 
which living accommodations are available. 


UNITED STATES COAST GUARD 


Operating expenses, Coast Guard.—Additional language has been proposed which 
will authorize ‘“‘the hire of passenger motor vehicles.’’ This language has been 
added to facilitate travel in certain isolated areas, such as the Hawaiian Islands, 
where neither Government transportation nor normal public transportation is 
available to personnel engaged in maintenance work or in inspection. The hiring 
of motor vehicles in these stations is more economical and timesaving to the 
Government than taxicab hire for the long distances involved. In certain other 
broad areas such as portions of the second and ninth Coast Guard districts where 
Government transportation is not available, personnel assigned to marine inspec- 
tors and intelligence work could accomplish their tasks more economically and 
rapidly using hired vehicles, since public transportation other than taxicabs is not 
available. Under the provisions of 5 United States Code 78, this language is 
necessary in order to make the appropriation specifically available for the expense. 
No additional cost is expected since alternative methods of transportation are more 
expensive. 

Acquisition, construction, and improvements, Coast Guard.—The provision 
authorizing the transfer of funds not to exceed $2 million, as available, from other 
Coast Guard appropriations for the replacement of one additional seaplane has 
been deleted, since such provision is no longer applicable. 

Retired pay, Coast Guard.—The wording of the language has been changed to 
clarify the fact that obligations, incurred in a year for which the appropriation 
has not lapsed, can and will be charged against the applicable fiscal year appro- 
priation. At the same time, administrative procedure will remain simplified by 
permitting obligations incurred under lapsed appropriations to be paid from the 
current appropriation instead of requiring certification by the General Accounting 
Office for settlement from the account ‘‘Payment of certified claims.”’ 


OFFICE OF PRODUCTION AND DEFENSE LENDING 


Federal Facilities Corporation fund.—The provision authorizing the Corporation 
to make such expenditures as might be necessary to carry out the programs set 
forth in the budget for the fiscal year 1955 has not been repeated this year be- 
cause the language providing this authority has been included as a general provi- 
sion applying to all public enterprise funds administered by the Secretary of the 
Treasury. Likewise, the provision relating to the payment of real-property taxes 
by the Corporation has been removed, since the language contained in the Supple- 
mental Appropriation Act for 1955, Public Law 663, provides permanent authority 
for the payment of such taxes. 


FINANCIAL TABLES AND PERSONNEL STATEMENTS 


Mr. Jounson. I would like to also insert, with your approval the 
other financial tables and personnel statements relating to the entire 
Department which you requested. 

Mr. Gary. The summary tables which appear in this testimony 
will be inserted. 

(The material referred to is as follows:) 
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Comparative statement of the appropriations for 1955 and the estimates for 1956 


—— — ny 


Budget esti- 
mates com- 
pared with 
1955 appro- 
priations 


1955 appro- | 1956 budget 


Description oe 
ears priation estimates 





Regular annual ee 
Office of the Secretary: Salaries and expenses | $2, 600, 000 $2, 68 | + $80, 000 
Bureau of Accounts: 
Salaries and expenses - - - 2, 548, 700 | 2, 600, 000 +51, 300 
Salaries and expenses, Division of Disbursement ___- | 14,850, 000 15, 575, 000 +725, 000 
Total, Bureau of Accounts_-.------ 17, 398, 700 | 18, 175, 000 | +-776, 300 
Bureau of the Public Debt: Administering the public debt-| | 44, 997, 300 44, 700, 000 —297, 300 
Office of the Tre asurer, U. S.: Salaries and expenses_-_-....- 15, 499, 000 15, 500, 000 +1, 000 
Bureau of Customs: Salaries and expemses---.--.--.-----.- 39, 996, 300 41, 200, 000 +1, 203, 700 
Internal Revenue Service: Salaries and expenses 273, 662, 000 286, 000,000 | +12, 338, 000 
Bureau of Narcotics: Salaries and expenses 2, 770, 000 2, 990, 000 | +220, 000 


U.S. Secret Service: | 
Salaries and expenses pe 1 2, 638, 000 2, 960, 000 +322, 000 
Salaries and expenses, White House Pole. 2774, 000 800, 000 +-26, 000 

Salaries and expenses, guard force. smal Deioe 268, 000 | 268, 000 | 
Total, U. S. Secret Service... bee 3,680,000 | 4, 028, 000 | 
Bureau of the Mint: Salaries and e xpenses aoe 34, 388, 000 | 3, 650, 000 











U.S. Coast Guard: 
Operating expe nses istrtats 155, 809, 300 154, 000, 000 | —1, 809, 300 
Acquisition, construction, and improvements. oe .| 46,800, 000 7, 000, 000 +200, 000 
Retired pay : siete it | 19, 855,000 | 21,300,000 | +1, 445, 000 
Reserve training............. shanhningdae , 500, 000 | 3, 175, | 000 | +675, 000 


Total, U. S. Coast Guard__- pda te _F5T0, 700 


Subtotal, regular annual appropriations : ad 589, 2, 955, 6 600 
Limitation accounts: 

Office of Production and Defense Lending: | 
Liquidation of Reconstruction Finance Corporation - - | 2, 485, 000 | 1,400,000 | —1, 085, 000 
Federal Facilities Corporation : sinuieitatois 1, 954, 000 800, 000 | —1, 154, 000 
Civil defense loans -. ; Shasewelenpeds 50, 000 50, 000 | 


Subtotal, limitation accounts - - . site 4, 489, 000 | 2, 250, 000 | 2, 289, 000 


Total, regular annual appropriations and limitation | | 
accounts ‘ ‘ a 594, 444, 600 606, 648, 000 +12, 203, 400 


1 Includes $200,000 transferred from ‘‘Acquisition, Construction and Improvements, Coast Guard,”’ pur- 
suant to the Supplemental Appropriation Act, 1955. 

2 Includes $62,000 transferred from the appropriation ‘‘Salaries and Expenses, Bureau of the Mint’ pur- 
suant to the Supplemental Appropriation Act, 1955. 

3 Excludes $62,000 transferred to the appropriation ‘‘Salaries and Expenses, White House Police.” 

4 Excludes $200,000 transferred to ‘‘Salaries and Expenses, Secret Service’ pursuant to the Supplemental 
Appropriation Act, 1955. 
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Comparative statement of the appropriations for 1955 and the estimates for 1956 
PERMANENT INDEFINITE APPROPRIATIONS 


Description 


General and special funds: 


Interest on the public debt 

Public debt retirements payable from ordinary re- 
ceipts and other statutory retirements ; 

Expenses of administration of Settlement of War 
Claims Act of 1928 __ 

Losses in melting gold _---_-- 

Refund of moneys erroneously received and covered. 

Interest on uninvested trust funds. -- : 

Payment to unemployment trust fund 

Refunds and drawbacks, customs. 

Refunding internal revenue collections_- 

Refunding internal revenue collections, interest_- 

Internal revenue collections for Puerto Rico_- 

Coconut oil tax, collections for American-Samoa, 
internal revenue _- 

Contributions for annuity benefits, 
Police and Secret Service Forces - - 

Minor coinage profits, etc__- 

Silver profit fund _- . 

Permanent private relief acts. _......-.-...------ tl 


“White House 


Total, permanent indefinite appropriations. ---_-- 
’ 


1955 appropri- 
ations 


$6, 475, 000, 000 
620, 020, 000 


10, 000 
1, 000 
1, 500, 000 
5, 224, 161 


64, 287, 508 | 
20, 000, 000 | 


3, 306, 760, 000 
77, 591, 000 


15, 000, 000 | 
80, 000 | 


138, 000 
400, 000 
400, 000 
1, 620 


| 
| 1956 estimates 


| 
| $6, 300, 000, 000 
620, 237, 000 


11, 000 
1,000 


1, 500, 000 | 


5, 424, 161 

87, 095, 000 
20, 000, 000 

3, 372.7 
72, 591, 000 

15, 000, 000 


75, 000 


| 138, 000 


760, 000 | 


Increase (+-) or 
decrease (—) 
—$175, 000, 000 

+217, 000 

+1, 000 

"+200, 000 
+22, 807, 492 
"4-66, 000, 000 
— 5, 000, 000 


— 5, 000 


400,000 |_____- 
| 400, 000 |__- 


1, 620 


| 10, 495, 633, 781 | 


| 10, 5 586, 41 3, 289 —90. 779, 508 


Crust funds (not a charge against revenue): | 
Federal old-age and survivors insurance trust fund 5, 774, 293, 909 | 6, 
Perishing Hall memorial fund_-_- sdeeuires 4,978 
Unemployment trust fund 1, 502, 962, 335 | 
Payment of pre-1934 bonds of the Gove rnment of the 
Philippines. ca + 

Mexican claims fund_. 

National defense conditional gift ‘fund. iia 

Payment of unclaimed moneys. -- ---- berdbeoas 

Panama claims fund_--- 

Refunds, transfers, and expenses of operation, 
Puerto Rico, Bureau of Customs 

Refunds, transfers, and expenses of operation, Vir- 
gin Islands, Bureau of Customs 

Refunds, transfers, and expenses of unclaimed, 
abandoned, and seized goods, Bureau of Customs 

Expenses, 
III, National Prohibition Act, as amended, 
Puerto Rico and Virgin Islands. ----.---- 


798, 871, 286 | 
4, 978 | 
1, 711, 791, 875 


+1, 024, 577,377 
+208, 829, 540 


145, 000 | 
2, 500, 000 
500, 527 
100, 000 
174, 678 


145, 000 
2, 500, 000 a 
. — 500, 527 
100, 000 
—174, 678 


4, 800, 000 4,800, 000 |.-..-.-- 


220, 000 220, 000 


360, 000 
Treasury Department, enforcement title 


360, 000 | 





92, 088 132, 


8, 518, 925, 685 | +1, 232,7 


546 | 


+40, 458 


Total, trust funds odtdas pestere 7, 286, 153, 515 72,170 


404 | 


19, 621, 207, 466 | +1, 154, 196, 062 





Grand total, Treasury Department. 18, 467, O11, 





SPECIAL ANNUAL 





APPROPRIATIONS 





$12, 256, 448 | 
1, 500 |-_- 


a 


Claims, judgments, and private relief acts_- 
Medal for Irving Berlin__- Via. dd2 i 


Total, special annual appropriations----.-..--- aoa 12, 257, 948 


PERMANENT INDEFINITE APPROPRIATIONS 


Interest on the public debt 


Such amounts are appropriated as may be necessary to pay the interest each 
year on the public debt. The 1956 estimate is $175 million lower than 1955, due 
to full effect in fiscal 1956 of lower interest rates during the past year and the 
fact that the pattern of refunding marketable public-debt maturities resulted in 
the payment of more than a full year’s interest on substantial amounts of the 
public debt which was refunded in the fiscal year 1955. 


Cumulative sinking fund 


The cumulative sinking fund may be used to retire bonds and notes at maturity 
or redeem or purchase them before maturity. Amounts to be appropriated are 
determined by percertage calculation against the aggregate of certain outstanding 
bonds, 
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Obligations retired from Federal intermediate credit bank franchise tax 1 eceipts 


The amounts paid as franchise taxes by Federal intermediate credit banks are 
used in the discretion of the Secretary to supplement the gold reserve or to reduce 
the bonded indebtedness of the United States. 


Expenses of administration of settlement of war claims, Act of 1928 


This fund is derived from moneys in the German special deposit account. Such 
funds are deposited in a receipt account and appropriated for a portion of the 
administrative expenses incurred in paying awards under the Settlement of War 
Claims Act of 1928 (45 Stat. 262). 


Losses in melting gold 


There is appropriated out of the receipts covered into the Treasury under 
section 7 of the Gold Reserve Act of 1934, by reason of the reduction of the weight 
of the gold dollar by proclamation of the President, January 31, 1934, an amount 
sufficient to cover the difference between the value of gold as carried in the general 
account of the Treasurer of the United States and the value of such gold after 
melting and refining. 


Refund of moneys erroneously received and covered 


Certificates of settlement, approved by the General Accounting Office, are paid 
for amounts which Federal agencies have erroneously deposited into the Treasury 
as miscellaneous receipts but should have been deposited into other accounts or 
returned to the payees. 


Interest on uninvested trust funds 


Under the terms and conditions provided by law creating the trust, interest 
accruing and payable from the general fund of the Treasury is appropriated for 
transfer to the proper trust fund receipt account. 


Payment to unemployment trust fund 


Public Law 567, 83d Congress, provides that excess collections from the uneme 
ployment tax over employment security administrative expenses be used to ese 
tablish and maintain a $200 million reserve in the Federal unemployment account. 
The Federal unemployment account is a subsidiary of the unemployment trust 
fund. 

The Federal unemployment tax is a 3 percent tax levied upon the payrolls 
(up to the first $3,000 of annual income of workers) of all employers of 8 or more 
workers during 20 weeks in the year. The employer is permitted to offset up to 
90 percent of the Federal tax (2.7 percent of taxable payrolls) with any taxes paid 
to an unemployment insurance system under the laws of the State in which he 
does business; therefore, 10 pereent of the collections come into the Federal 
Government. 

These Federal tax collections (10 percent) had been intended to repay the Fed- 
eral Government for amounts appropriated for grants to the States and to cover 
administrative costs. However, it has been proved that the costs did not reach 
Government’s share of collections, and the excess of collections over costs became 
part of the general fund and were used to meet the general expenses of the Gov- 
ernment. Public Law 567 provides that this excess be placed in the unemploy- 
ment trust fund. 


Refunds and drawbacks, Customs 


Overpayments are refunded, and drawbacks of duties upon exportation of pre- 
viously imported merchandise are paid as required. 


Refunding internal-revenue collections 


The act of June 19, 1948 (62 Stat. 560), appropriates such amounts as may be 
necessary for refunding internal revenue collections. 


Refunding internal-revenue collections, interest 


The act of June 19, 1948 (62 Stat. 560), appropriates such amounts as may be 
necessary for payments of interest on internal-revenue collections, 

This account was established on the books of the Treasury to provide a separate 
accounting for the interest paid on the refund of internal revenue collections. 
(Treasury Announcement of Account Symbols and Titles No. 2752, dated July 
16, 1954.) Sinee the budget document, the Monthly Treasury Statement and 
other reports treat the principal of the refunding account as a reduction of 
receipts, and the interest payments are treated as expenditures, the separation 
of the items into two separate accounts facilitates the proper accounting. 
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Internal revenue collections for Puerto Rico 


Taxes collected under the internal-revenue laws of the United States on articles 
produced in Puerto Rico and transported to the United States or consumed in 
the island are paid to Puerto Rico 


Coconut oil tax, collections for American Samoa, internal revenue 


All taxes collected under the internal-revenue laws of the United States on 
coconut oil produced in American Samoa or from materials produced in that 
Territory are paid to the treasury of American Samoa. 


Contributions for annuity benefits, White House Police and Secret Service Force 


The District of Columbia is reimbursed for retirement benefits paid to personnel 
of the White House Police force and the Secret Service. The appropriation 
covers the difference between the amounts paid to beneficiaries and the amount 
deducted from salaries for retirement purposes. 


Minor coinage profits, etc. 

A portion of the gains resulting from coinage of metals into l-cent and 5-cent 
pieces is appropriated to cover the cost of wastage incurred in the coinage and 
recoinage of minor coins, and the cost of distributing such coins. 

Silver profit fund 

A portion of the gains resulting from the coinage of silver bullion is appropriated 
to cover the cost of wastage incurred in the coinage and recoinage of silver coins, 
and with the cost of distributing such coins. 

Permanent private relief acts 
Statutory awards are paid to Herman F. Kraft and Sara E. Edge. 


Trust Funps 


Federal old-age and survivors insurance trust fund 

Under the Federal old-age and survivors insurance system, workers and their 
employers make annual contributions in the form of taxes on wages toward the 
benefits which will be payable when the worker reaches 65 or when he dies. An 
amount equal to the annual contributions, including interest and penalties, is 


appropriated to this trust fund for benefit payments and administrative expenses, 
part of which is being used for a building to house the Bureau of Old-Age and 
Survivors Insurance. The excess of income over outgo and annual interest are 
invested in Government securities. 


Pershing Hall memorial fund 


The Secretary of the Treasury may invest and reinvest the principal of the 
Pershing Hall memorial fund in interest-bearing United States bonds. Earnings 
are appropriated for payment to the national treasurer of the American Legion 
for use in the maintenance of Pershing Hall in Paris, France. 


Unemployment trust fund 

Under the Social Security Act the Secretary of the Treasury holds in the 
unemployment trust fund all moneys deposited by a State agency from a State 
unemployment fund or by the Railroad Retirement Board to the credit of the 
railroad unemployment insurance account; invests sueh portion of the fund as is 
not required to meet current withdrawals; and credits the fund with interest on, 
and proceeds from the sale or redemption of, any obligations held in the fund. 


Payment of pre-1934 bonds of the Government of the Philippines 

This trust account was established by the act of March 24, 1934, as amended 
by the Philippine Independence Act of 1939, for the purpose of paying principal 
and interest on outstanding bonds of the Philippines, its provinces, cities, and 
municipalities, issued prior to May 1, 1934, under authority of acts of Congress. 
Appropriations are made from receipts from net proceeds from premium or dis- 
count on investments. The value of the outstanding bonds is $6,466,850. 


Mexican claims 

The Foreign Claims Settlement Commission, successor to the Commission 
established by the Settlement of Mexican Claims Act of 1942 (22 U.S. C. 661), 
adjudicates claims of American nationals against the Government of Mexico. 
To pay the claims, the act provided for a Mexican claims fund into which would 
be deposited $40,533,658.95, consisting of $40 million from the Government of 
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Mexico (payable in 16 annual installments) and $533,658.95 appropriated by the 
Congress of the United States. 


National defense conditional gift fund 


Public Law 537, 83d Congress, authorizes the Secretary of the Treasury to 
accept or reject on behalf of the United States any gift of money or other intangible 
personal property made on condition that it be used for a particular defense pur- 
pose. Such gifts are converted at the best terms available. The moneys held in 
trust are paid to such appropriation accounts as will best effectuate the interest of 
the donors. 


Payment of unclaimed moneys 


Payments are made to individuals who establish their right to moneys held in 
trust pending claims of owners. 


Panama claims fund 


The Foreign Claims Settlement Commission, successor to the Commission in the 
Department of State established by the International Claims Settlement Act of 
1949, adjudicates claims of the United States and American nationals against 
various foreign governments and certifies awards to the Secretary of the Treasury 
for payment out of certain funds received for settlement of the claims. This fund 
was established to receive certain funds from the Government of Panama under 
an agreement dated October 11, 1950. Currently there are approximately 100 
accounts maintained pursuant to awards of the Commission which will be liqui- 
dated by the end of fiscal year 1955. 

Refunds, transfers and expenses of operation, Puerto Rico, Bureau of Customs 

Customs duties, taxes, and fees collected in Puerto Rico are deposited to this 
account. After operating expenses have been provided for, available balances 
are transferred to the treasurer of Puerto Rico, 


Refunds, transfers and expenses of operation, Virgin Islands, Bureau of Customs 


Customs duties, taxes, and fees collected in the Virgin Islands are deposited to 
this account. After operating expenses have been provided for, available balances 
are transferred to the treasury of the municipalities of the Virgin Islands of the 
United States. 


Refunds, transfers and expenses of unclaimed, abandoned and seized goods, Bureau 
of Customs 
All proceeds of the sale of abandoned and seized merchandise are deposited to 
this account. Expenses of sale are paid and net proceeds transferred to mis- 
cellaneous receipts. 


Expenses, Treasury Department, enforcement title III, National Prohibition Act, as 
amended, Puerto Rico and Virgin Islands. 

Advances are made by the insular government of Puerto Rico to pay expenses 
in connection with the enforcement of internal-revenue laws relating to industrial 
alcohol in that island. There are no industrial alcohol plants operating in the 
Virgin Islands. 
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Summary of obligations by object class (excluding trust accounts), fiscal year 1956 


| F x y 
la , 
. General and Limitation mr 

aay ane | . 4 e ‘ 
Object class special accounts} accounts | Potal 


Personal services__..._-- $1, 703, 000 
51, 500 
5, 600 | 
50, 500 
262, 000 | 
12, 600 | 
152, 700 


$427, 652, 164 
12, 456, 251 
5, 127, 020 
15, 289, 115 
6, 482, 769 
21, 477, 742 
44, 187, 402 
25, 475, O19 
21, 974, 322 
956, 708 
102, 308, 000 
22, 782, 424 
3, 395, 117, 342 
6, 378, 015, 161 
476, 206 
25, 000 


10, 479, 802, 645 


$429, 355, 
12, 507, 751 

5, 132, 620 

15, 339, 615 

6, 744, 769 

21, 490, 342 
44, 340, 102 
25, 484, 119 
21, 974, 322 
956, 708 

102, 308, 000 
22, 782, 424 

3, 395, 117, 342 
6, 378, 015, 161 
478, 206 

26, 000 


10, 482, 052, 645 


Transportation of things. 

Communication services 

Rents and utility services 

Printing and reproduction _- 

Other contractual services. . - 

Supplies and materials 

Equipment. -- 

Lands and structures___ 

Grants, subsidies, and contributions____. 
Pensions, annuities, and insurance claims... 
Refunds, awards, and indemnities 

ao a J 
Taxes and assessments_. 

Unvouchered - ___-. 


Total obligations. _ - 2, 250, 000 | 








RECONCILIATION 


Total, general, limitation and special accounts. ---- 


--- $11, 102, 281, 781 
Appropriations without obligations incurred: 


Cumulative sinking fund... 


Obligations retired from Federal intermediate credit be inks, franchise tax rece ipts 


Unobligated balances brought forward. 
Unobligated balances carried forward 


Total obligations.............- eave a aeeoha Wom tedegamianatiommaaniad de admeie Smeune igeeewnendcceass anes 


Average positions under 


(actual and estimated) 


Bureau and appropriation 


Office of the Secretary: 

Bureau of Accounts: 
Salaries and expenses_ ‘ 
Salaries and expenses, Divi ision of Disbursement 

Bures 1u of the Public Debt: Administering the public de bt- 


Salaries and expenses-_--.......--- 


Office of the Treasurer, United States: Salaries and expenses_. 


Bureau of Customs: Salaries and expenses-_. 
Internal Revenue Service: Salaries and expenses 
Bureau of Narcotics: Salaries and expenses - -- 
U.S. Secret Service: 
Salaries and expenses-- b 
Salaries and expenses, W hite House Police _- 
Salaries and expenses, guard force 
Bureau of the Mint: Salaries and expenses 
U.S. Coast Guard: 
Ope rating expenses 
Acquisition, construction, and improv eme nts 
Reserve training 
Office of Production and Defense Lending: 
Liquidation of Reconstruction Finance Corporation 
Federal Facilities Corporation 
Civil defense loans---- 


Total, civilian employees !_- 


Military: 
Operating expenses, Coast Guard__-- 
Reserve training, Coast Guard 


Total, military personnel 


Grand total___.._- 


fund) as follows: 1954 (actual) 5,129; 


| Actual aver- 


age positions, 


1954 


106, 37. 374 | 


appropriated funds, fiscal years 1954, 1956, 


1955 


447 


363 

2, 096 
3, 830 
1, 029 
7, 460 
52, 549 
386 


393 
151 

71 
784 


3, 185 
29 


os 








123 


25, 467 


98, 834 


! Does not ine —_ average —, to be paid from Bureau of Engraving and Printing fund (revolving 
955 (estimate) 4,568; and 1956 (estimate) 4,430. 


—619, 788, 000 
—449, 000 
+67, 456 
—59, 592 


10, 482, 052, 645 


and 1956 


Estimated average positions 


1956 


95 


75, 036 
25, 991 

123 
26, 114 
101, 150 
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Statement reflecting, by organization, the number of employees actually on the roll or 
estimated to be on the roll on the dates apectfied 


Actual 


Bureau or office 


1953 | 1963 | 1954 


Civilian employees: 
Office of the Secretary._.___- 7 | 
Office of International Finance _- 
Bureau of Accounts !___- 

Bureau of the Public Debt 
Office of the Treasurer, United 
States_____- 
Office of the Comptroller ‘of the 
Currency . a 
Bureau of Customs_. aaledhieel 
Internal Revenue Service__. 
Bureau of Narcotics. _- 
Bureau of Engraving and Printing.| 
U. 8. Secret Service___...__. 
aaa of the Mint 
8. Coast Guard. 
Office of Production and Defense | 
Lending 








Total, civilian employees 
Military employees: U. S. 
Guard -_ - . i 


80, 865 





June 30, | Dec. 31, | June 30, | Dee. 31, 


1954 


451 
199 
2, 353 
3, 778 


1,118 


1,112 
8, 098 
50, 360 
381 
4,172 
590 
865 

5, 143 


2 557 


79, 177 


34,491 | 32,967 | 29,154 | 28,005 


| 
| 
REE SIE sign dduinveis oceneoac 119, 981 113, 832 | 110, 047 107, 182 


1955 


460 
199 
2, 571 
3, 858 


1, 155 


1,112 
8, 148 
52, 000 
381 

4, 430 
641 
705 

4, 957 


239 

~ 80,484 | 80, 856 
28,797 | 20, 240 
"109, 281 | 110, 096 








Dec. 31, 


Estimated 


| June 30, 
1956 


| 452 
199 

2, 602 

3, 853 


1, 160 


1,112 
8, 227 
53, 500 
381 

4, 430 
641 
685 

4, 932 


158 
82, 332 
28, 989 


111, 321 





1 Maximum employment occurs during the 3d quarter of each fiscal year due to heavy seasonal workload’ 
On the roll as of March 31, 1954, 3,114; March 31, 1955, 2,996: and March 31, 1956, 3,127. 
2 Under date of December 7, 1954 there was established in the Treasury Department, the Office of Pro- 
duction and Defense Lending, responsible for the administration of the liquidation of Reconstruction 


Finance Corporation, Federal Facilities Corporation and civil-defense loans. 


1954, these functions were the responsibility of the Reconstruction Finance Corporation. 


During the fiscal year 


Comparative statement of obligations incurred for the fiscal year 1954 and the first 6 
months of fiscal year 1955, as of Dec. 31, 1954 (exclusive of reimbursements) 


Bureau and appropriation 





Regular annual appropriations: 
Office of the Secretary: Salaries and expenses 
Bureau of Accounts: 
Salaries and expenses. 
Salaries and expenses, Division of Disbursement 


Bureau of the Public Debt: Administering the public debt____----__--_-| 
Office of the Treasurer, United States: Salaries and expenses-_-- 


Bureau of Customs: Salaries and expenses asia 
Internal Revenue Service: Salaries and expenses---- 
Bureau of Narcotics: Salaries and expenses- - 
U.S. Secret Service: 
Salaries and expenses - =a 
Salaries and expenses, White House Police_. 
Salaries and expenses, guard force 
Bureau of the Mint: Salaries and expenses-- 
U.S. Coast Guard: 
Operating expenses —— 
Acquisition, construction and improv ‘ements. 
Retired pay Soh.) 3 Ce 
Reserve training --- 


Total, regular annual appropriations_.__....-.....----- ? 


Limitation accounts: Office of Production and Defense Lending: 
Administrative expenses, Federal Facilities mnoueite ion fund 
Liquidation of Reconstruction Finance PRS IR.. 

Civil defense loans bobs vcuns 


Total, limitation accounts -------.--.-.--- SSR eae rnaeaion wae . 


Total, Treasury Department 


aot 
| 18, 481, 456 


$2, 678, 374 | 


2, 715, 100 
14, 689, 420 
48, 382, 220 | 
17, 360, 352 | 
40, 174, 251 


2, 803, 130 


2, 522, 700 
710, 906 
248, 695 

4, 439, 882 





181, 912, 668 
11, 310, 797 


2, 482, 471 | 





2, 005, 071 
4, 636, 661 
28, 424 | 


1954 fiscal | 1955 July- 
| year obliga- December 
tions | obligations 


$1, 396, 593 


1, 278, 842 
6, 961, 128 
22, 637, 833 
7, 917, 345 
20, 353, 516 


268, 931,672 | 138, 679, 088 


1, 378, 692 


1, 283, 869 
380, 215 
133, 147 

2, 255, 402 


79, 035, 728 
8, 032, 448 
9, 807, 951 
1, 595, 634 


| 619, 844,094 | 303, 127, 431 


948, 000 
1, 427, 835 
25, 000 


6, 670, 156 | 


2, 400, 835 


—S | 
626, 514, 250 | 305, 528, 266 


956 


fiscal year 1 


55 appropriations and budget estimates, 


and 1955 


gs 
O4, 


3. 19 


Oc 
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PUBLICITY AND PUBLIC INFORMATION 


Mr. Anprews. Apropos of that, may I ask you this? I will first 
speak to that particular question. I take it unless there are people in 
the Bureau actually engaged in, shall we say, propagandizing the 
Bureau, the answer could be zero. For instance, in our situation we 
do not have any publicity department. We have a public information 
officer and an assistant public information officer, with a very small 
staff, who are there to put out releases on actions taken by the Service 
and to answer questions of newspapers, taxpayers, and others. But 
we do not propagandize the Service at all. We do not do any of that 
sort of thing. 

Mr. Gary. The only purpose for this information is to find out just 
what the trend is in that respect. I, personally, realize that both 
public relations and publicity are necessary to Government agencies. 
There is, however, the possibility of going too far in such programs. 
We just want to know where we are going. That is the purpose of 
that request. 

Mr. Anprews. That is why I have orders to all our people down 
there that they are never to publicize, propagandize the Service or 
anyone connected with it. They are there to do a job of releasing 
to the public information they should have, to answer questions, but 
not to glorify anyone. 

The other thing I would like to ask is this: When I get the tran- 
script, I would like your permission to amplify my answer to a ques- 
tion that was asked me about how we got uniformity in the field. | 
think, maybe for the record, that might be a desirable thing. 

Mr. Gary. We will be glad to have you do that. 

(The statement referred to appears on page 454.) 

Mr. Gary. Off the record. 

(Discussion off the record.) 


Fripay, Fesrvuary 18, 1955. 
Port or Entry, NigHTHAWK, WASH. 
Bureau oF Customs 


WITNESS 


HON. WALT HORAN, A REPRESENTATIVE IN CONGRESS FROM THE 
STATE OF WASHINGTON 


Mr. Gary. We are pleased to have with us this afternoon Hon. 
Walt Horan, Congressman from the Fifth District, Washington. 
The committee will be pleased to hear you at this time, Mr. Horan. 

Mr. Horan. Mr. Chairman and members of the subcommittee, 
I wish to thank you for this opportunity to appear before you on 
behalf of a relatively very minor increase in appropriations for the 
Bureau of Customs for the reactivation of the port of entry of Night- 
hawk, on the Canadian border in my district. 

After having been in operation for many, many years, this port of 
entry was suddenly suspended 3 or 4 years ago. During this time | 
have received scores of letters urging the reactivation of Nighthawk, 
and I have repeatedly taken the matter up with both the Bureau of 
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Customs and the Immigration and Naturalization Service, without 
success. Their plea is that funds are not available with which to 
restaff this border station. This would require the services of but 
1 man, and would involve an expense of less than $6,000 per year. 

The attached copies of several of the many letters I have received 
from residents of the area affected testify to the desire for and the 
need for this service. Living with the problem, as they do, these 
people know best the adverse local effects being experienced as the 
result of the suspension of the Nighthawk port of entry, and I shall not 
take up the valuable time of the chairman and members of the sub- 
committee in a repetition of them. 

With your permission, Mr. Chairman, I would like, however, to list 
these letters here and give the names of the persons or organizations 
who wrote them: 

Letter No. 1, dated December 20, 1952, written on behalf of the 
Tonasket Republican Club, and signed by Mr. James M. Winslow 
and Mr. Ed Workosky, Jr., points out that the Tonasket-Nighthawk- 
Keremeos, British Columbia Road is a natural arterial highway for 
tourists and trade to Canada over the new Hope-Princeton Highway. 
It also points out that frequent trips must be made from the Oroville, 
Wash., port of entry, to clear persons or freight across the border via 
Nighthawk. 

Letter No. 2, dated February 20, 1953, signed by Mr. Trevor 
Lloyd-Davies, chairman of the Okanogan County Republican Central 
Committee, points out that the customs and immigration departments 
at Oroville, Wash., know that there is a serious leak at Nighthawk. 

Letter No. 3, dated June 15, signed by Mr. Claude Cutchie, points 
out that the Customs Bureau maintained a port of entry in the 
vicinity of Loomis, Wash., for more than 40 years previous to the 
suspension of the Nighthawk port. 

Letter No. 4, dated June 16, signed by Mr. F. L. Bethards, secretary 
of the Okanogan Chamber of Commerce, Okanogan, Wash., offers the 
assistance of the chamber in reactivation of Nighthawk. 

Letter No. 5, dated June 25, 1953, signed by Mr. Claude Cutchie, 
chairman of the special committee on the Nighthawk port of entry, 
Okanogan Valley Chamber of Commerce, refutes Bureau of Customs 
statements concerning poor road conditions in the area, and points 
out that a rather pretentious and well-staffed Canadian customs house 
has been just completed at Chopaka, British Columbia, just opposite 
Nighthawk, indicating the Canadians’ recognition of the necessity for 
customs and immigration service at this border point. 

Letter No. 6, dated July 14, signed by Mr. J. A. Mackenzie, for 
the joint boards of trade at Cawston and Keremeos, British Columbia, 
informing me of the near completion of the Canadian immigration 
and customs buildings opposite Nighthawk, and giving details of road 
improvements on the Canadian side of the border. 

Letter No. 7, dated February 3, 1954, signed by Mr. Claude Cutchie, 
president of the Similkameen Community Club, informing me that 
the collector of customs at Seattle, Wash., had assured a member of the 
club that he, personally, and the department in general, desire the 
reopening of the Nighthawk port of entry, and that the only thing 
holding up the reactivation is the lack of funds. 

Letter No. 8, dated February 3, 1954, signed by Mr. James M. 
Winslow, chairman of the Okanogan County Republican Central 
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Committee, urging the reactivation of the port of entry of Nighthawk 
and informing me of the demands of the towns of Loomis, Nighthawk, 
Tonasket, and the Okanogan Valley for this action. 

Letter No. 9, dated July 1, 1954, signed by Mr. Ralph Kelly, 
Commissioner of Customs, Treasury Department, Washington, D. C., 
transmitting to me results of the special personal survey of the Night- e 
hawk area by a representative of the Bureau made at my request. 
His recommendation was adverse because of the small volume of 
traffic to be anticipated and because of the road conditions in the area. 
Mr. Kelly concurred in his representative’s conclusions, and again 
mentioned the Bureau’s lack of funds in his refusal to reopen the 
Nighthawk port of entry. 

Letter No. 10, dated July 23, 1954, signed by Mr. W. A. Bugge, 
director of highways for the State of Washington, informing me that 
the highway to Nighthawk does not have the necessary characteristics 
at present to be logically considered as part of the State highway 
system. This isareply to my letter to Mr. Bugge, written subsequent 
to my receipt of Mr. Kelly’s letter (No. 9) asking his cooperation in 
the improvement of the highways in the Nighthawk area. 

The situation, as you gentlemen of the subcommittee can see, is 
stalemate. It’s a question of which comes first, the reopening of the 
customs office or the improvement of the highway. Personally, I’m 
convinced that if the Nighthawk port of entry is reopened, the traffic 
necessary to make it worthwhile financially will be forthcoming. The 
entire area tributary to the station both in Canada and in the United 
States is growing rapidly, and with the port of entry in operation, the 
demand for the inclusion of the highway to Nighthawk in the State 
highway system would undoubtedly be such that in a reasonable time 
this demand would be satisfied and the road improved. In any event, 
our citizens are being inconvenienced and put to unnecessary expense 
in being forced to travel a score of miles or more additional in order to 
reach their destinations because of the suspension of the Nighthawk 
port of entry. The overall cost in reopening the station is slight, and 
would be increasingly offset by customs receipts. I do hope pro- 
visions can be made for it in appropriations for the Customs Bureau 
for fiscal year 1956. 

The rate of population growth and industrial expansion I mentioned 
in my appearance before the subcommittee in a previous statement has 
been maintained and, I believe, even increased during the year just 
past in the Pacific Northwest and in the Canadian provinces adjoining, 
and the demands upon our ports of entry and their staffs have increased 
proportionately. While, with the exception of the Nighthawk station, 
the situation seems to be comfortably well in hand at the present time 
at the several ports of entry along the Canadian border in my district, 
it may well be that during the ensuing year, there will be additional 
requests for needed expansion of our Customs and our Immigration 
Service at some of these ports, and it would seem to me to be not 
amiss to suggest that adequate provision for this possibility, also, be 
taken into consideration in the appropriations for the Bureau. 

May I again express to you, Mr. Chairman, and the members of the 
subcommittee my sincere appreciation of your courtesy in permitting 
me to appear before you today. 

Mr. Gary. Thank you for appearing before the committee, 
Congressman Horan. 
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WebDNEsDAY, Fespruary 23, 1955. 
Borper Patrot AND Port Parrot, BurEAv or Narcotics 


WITNESS 


GEORGE D. RILEY, MEMBER OF NATIONAL LEGISLATIVE COM- 
MITTEE OF THE AMERICAN FEDERATION OF LABOR 


Mr. Gary. We are pleased to have with us this afternoon Mr. 
George D. Riley, a member of the national legislative committee of 
the American Federation of Labor. The committee will be glad to 
hear you at this time, Mr. Riley. 

Mr. Ritey. Gentlemen, you have been very cordial to permit me 
to come in briefly, and | will reciprocate by being brief. 


IMPORTATION OF NARCOTICS 


The American Federation of Labor, we think, is justly concerned 
about the worldwide conspiracy to import into and debauch this 
country with narcotics. 

We hope that you will be extra liberal in meeting the situation by 
doing what is possible, what is needful to grant as much as is indicated 
in the applicable appropriations to stem this tide. 

I have in mind the bill which Mr. Keogh introduced in the last 
Congress, H. R. 4033, as I recall the number. I believe it was referred 
to the Ways and Means Committee, of which he is now a member. 

He had in mind strengthening the border patrol and the port patrol 
because he felt that those are the spots that should be strengthened. 

I do not know how much your committee feels it wishes to get into 
that substantive thing, but if there is anything in the interim which 
would take care of the problem, we hope that you will explore it to 
the fullest possible extent. 

That, in substance, gentlemen, is the only thing I had on my mind. 

Mr. Gary. Mr. Riley, I would like to say to you that the committee 
has been keenly alive to that problem for a number of years. 

Mr. Ritey. Yes, surely. 

Mr. Gary. We have made several visits to both the Canadian and 
the Mexican borders. 

We feel that we have one of the ablest narcotic officials in the 
world as the head of our Narcotics Division. 

Mr. Riuey. We join you in that, sir. 

Mr. Gary. This committee has very great confidence in Dr. 
Anslinger. 

Mr. Ritey. Yes. 

Mr. Gary. We have always given him practically every dollar he 
has asked for. During these hearings we have had lengthy discussions 
of this entire problem, and I assure you that this committee is going 
to cooperate to the fullest extent in providing the necessary funds for 
the enforcement of our narcotic laws. 

We are delighted that the American Federation of Labor is interested 
in this subject because we know what-influence you have throughout 
the country. It is a problem that all of us Americans should work on 
together, and we thank you for appearing before the committee. 

Mr. Riney. Thank you, Mr. Chairman and gentlemen of the 
committee. We are extremely grateful to you. 

58681—55——-34 
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Wepnespbay, Frespruary 16, 1955. 


TAX COURT OF THE UNITED STATES 


WITNESSES 


HON. JOHN W. KERN, CHIEF JUDGE 
OTTO W. SCHOENFELDER, ADMINISTRATIVE OFFICER 


SALARIES AND EXPENSES 


Amounts available for obligation 


(Balances for June 30, 1954, are as certified under sec. 1311, Public Law 663) 





1954 actual | 1955 estimate | 1956 estimate 


Appropriation or estimate ----_-_- ; ; $995, 000 ace 000, 000 $1, 035, 000 
Unobligated balance, estimated savings. —213 IE 





Obligations incurred , g 787 1, 000, 000 1, 035, 000 
Obligations by activities 


a and administration: 
$994, 787 
1, 000, 000 
1, 035, 000 


Obligations by objects 





| 
Object classification 1954 actual | 1955 estimate | 1956 estimate 


Total number of permanent Positions.__.._.-....----___-- 142 | 145 | 147 
Average number of all employees - _- ‘ 137 136 138 
Number of employees at end of year-_--.-..--...---------- 141 | 143 | 145 





Average salaries and grades (exclusive of judges): 
General schedule grades: 
Average salary ___- veges ome elds sea $4, 927 | $5, 085 | $5, 141 
Average grade _ - — sraiiniak eee GS-7.0 | GS-7.3 | GS-7.3 


Personal services: | | 
Permanent positions $827, 762 $841, 999 $857, 961 

Payments to be made to retired judges pursuant to Pub- | | | 
lic Law 219 ; sicachin 14, 241 25, 013 40, 013 
Regular pay in excess of 52-week base tee 2, 371 2, 538 2, 576 
Payment above basic rates_.-....-...--- hem ae tt cana ee 204 | 450 450 
Total personal services ---- iets dob sit | 844, 578 870, 000 ~ 901, 000 
Travel ‘ - wi Ais Lepiniarbat _ 40, 123 42, 500 42, 500 
Tre ansportation of things J bea 1,701 | 2, 000 2, 000 
Communication services -_--_---- ene r 4, 442 | 5, 100 | 5, 100 
Penalty mail__- : rec 1, 265 1, 500 1, 500 
Rents and utility services : ial Sel deeas 6, 294 6, 400 6, 400 
Printing and reproduction -- : ala 15, 432 16, 000 16, 000 
Other contractual services - 33, 008 31, 800 | 33, 600 
Services performed by other agencies.....-...-..---_--.- 1, 247 | 1,300 | 1, 300 
Supplies and materials ___- Se a ee ee 16, 716 13, 000 13, 250 
Equipment. -- Siiths Jats s teks SIDA VEAL 29, 617 10, 000 | 11, 850 
Taxes and assessments... aa oe 364 400 500 


Obligations incurred ; 994,787 | 1, 000, 000 | 1, 035, 000 





Cet, Ai Me 


| -_— = 
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Analysis of expenditures 
(Balances for June 30, 1954, are as certified under sec. 1311, Public Law 663) 


1954 actual | 1955 estimate 


| 


Obligated balance brought forward -__.........-.------------- $33, 347 $62, 988 $42, 434 
Obligations incurred during the year 994, 787 1, 000, 000 1, 035, 000 


1, 028, 134 | 1, 062, 988 1, 077, 434 
—400 


Adjustment in obligations of prior years oe Peneevwnatncs-|oowascane- 
Obligated balance carried forward —62, 988 —42, 434 | —43, 132 


Total expenditures 964, 746 | 1, 020, 554 | 1, 034, 302 
———— 


Sp  — 





Expenditures are distributed as follows: | nn 
Out of current authorizations : 932, 489 | 958, 854 99%, 102 
COE GE Ie IE nines a ohio ccc ccccscccsnsn 32, 257 61, 700 41, 200 





Mr. Gary. The committee will come to order, and we will take up 
this morning the Tax Court of the United States. We have as the 
chief witness, the Honorable John W. Kern, Chief Judge of the Tax 
Court. We will be very glad to hear from you at this time, Judge 
Kern. 

GENERAL STATEMENT 


Judge Kern. Mr. Gary, I do not have a prepared statement. There 
is a statement attached to the budget estimates, but I will certainly 
be glad to inform the committee, to the best of my ability, concerning 
our jurisdiction, our functions, our problems, our method of operation, 
our needs, and our hopes, if there are any questions. 

I think the committee knows that the Tax Court was established 
very shortly after the Federal income-tax laws had become effective, 
and people had become familiar with their operation, to give tax- 
payers an independent and efficient forum in which to litigate their 
tax questions prior to payment. 

Before the institution of the Tax Court it was necessary for tax- 
payers either to pay their taxes which were in dispute first, and then 
bring suit either against the United States in the Court of Claims or sue 
the Collector of Internal Revenue personally. 

That had several disadvantages. First, it was a cumbersome 
operation, and, second, it incumbered the Federal district courts that 
were already overloaded with a tremendous amount of litigation with 
which they were not familiar and which they wanted to be put over 
into a group of, I may say, experts. The other reason was that it 
was a distinct hardship on taxpayers to pay the imposition of the 
tax first and then sue, and thea, maybe after years of litigation, 
recover, 

Therefore, the Tax Court was set up as the United States Board of 
Tax Appeals, called upon by statute to function as a court in a purely 
judicial way to which the taxpayers, upon the final determination of 
a ee in tax by the Commissioner of Internal Revenue, could 
appeal. 

We had, at the time of the creation of the Board, 16 members. 

At that time somebody has said that there were about 3 million 
tax returns filed. We still have 16 members, and somebody has 
said—I do not know how accurate it is—that there are now about 
60 million tax returns filed. Our jurisdiction, of course, is over the 
entire United States and Hawaii, and we are called upon by statute 
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to hold our hearings at places as convenient for taxpayers as possible. 
It is also more economical to the national economy to have a judge 
and one man, a clerk-bailiff—a judge and court attendant—to go out 
into the country rather than to have all of the witnesses, litigants, 
and lawyers to come into Washington to try cases. 


WIDE DISPERSAL OF HEARINGS 


As a result, we hold hearings in some 50 cities in the United States. 

I think it might be of interest for you to see a sample of our hearing 
calendar for the last term. 

I will just call off the names of the cities in which we held court 
in the fall term. 

In New York we sit about every other week. We have our own 
courtroom there. We held hearings in New York, Cincinnati, 
Milwaukee, Miami, Newark, Galveston, Buffalo, Chicago, Little 
Rock, Memphis, Philadelphia, Greensboro, N. C., Columbia, S. C., 
New Orleans, Boston, Pittsburgh, Indianapolis, San Francisco, 
Denver, Portland, Oreg., Cleveland, Los Angeles, Louisville, St. Paul, 
Omaha, Des Moines, and Salt Lake City. 

Now, I do not think I have repeated myself. In several of the 
places, Philadelphia, Los Angeles, and Greensboro, N. C., we sat more 
than once, as we did also in New York. 

Mr. CanFiep. Off the record. 

(Discussion off the record.) 

Judge Kern. The statute provides that the court may divide itself 
into divisions, and in the very first year of its existence the court 
divided itself into divisions of three, but the work was so heavy, and 
the litigation so enormous that we had to split up into divisions of one. 

If I may I would like to take a typical case and tell you how it 
operates. I do not want to bore the committee. However, I am 
full of this, and if I go into too great detail, please let me know. 

Mr. Gary. Judge, this is the first time that this committee has had 
this appropriation before it. I do not believe that the members of 
the committee are familiar with the operation of your court and | 
think, therefore, that you might go into a little more detail than you 
would ordinarily, since this is the first time we have handled your ap- 
propriation. 

HISTORICAL DEVELOPMENT OF TAX COURT 


Let me ask you this question, as I want to clear this up in my mind: 
Did this court start out as a Board of Tax Appeals in the Treasury 
Department? 

Judge Kern. Well, there had been such a Board. It was called the 
Board of Appeals and Review under the Bureau of Internal Revenue, 
but the United States Board of Tax Appeals, the predecessor of the 
Tax Court, was instituted to be a completely independent judicial 
body. 

It was not thought right, that the Commissioner of Internal Revenue 
on the one hand would be making an imposition of taxes which were 
disputed, and then with his other hand, so to speak, adjudicate any 
claim which might arise. So, the Board of Tax Appeals, now the 
Tax Court, was established to be a completely independent judicial 
body to determine questions arising between the Government and 
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taxpayers, particularly with regard to income, excess-profit taxes, 
and estate taxes. 

Mr. Gary. When was it made the Tax Court? 

Judge Kern. In 1942. 

The name was changed in recognition of the fact that it was in no 
sense an administrative body, but purely a judicial body required to 
act judicially. We are required to follow the rules of evidence in 
Federal courts. We have no prosecuting responsibility, we have no 
policymaking functions, and we are merely called upon to try and 
judicially determine judicial disputes with regard to taxes. Now, we 
have other jurisdictions too which do not affect our function as a court. 


APPOINTMENT OF JUDGES 


Mr. Gary. The judges are appointed by the President subject to the 
confirmation of the Senate? 
Judge Kern. That is right, sir. 


HANDLING OF A TYPICAL CASE 


A typical case would arise from a dispute arising with regard to taxes, 
The taxpayer is informed by the Commissioner of Internal Revenue that 
there is a question with regard to his taxes, and they go into negotia- 
tions; there are certain settlement procedures set up in the Bureau 
whereby they can appeal from one agency in the Bureau to another. 

When the Internal Revenue Service and the taxpayer have ex- 
hausted the administrative settlement process, the Commissioner of 
Internal Revenue issues a final determination of a deficiency in tax, 
and when the taxpayer gets that he can do 1 of 2 things. He can 
either pay the tax and bring suit in the United States district court, 
or he can file a petition with the Tax Court without the payment of 
the tax. 

Now, since some of these determinations of deficiencies in taxes 
mount up to the millions of dollars, it is frequently advantageous finan- 
cially to the taxpayer to litigate before payment. 

Also there is the feeling that the Tax Court is better equipped, by 
reason of experience and training, than a United States district court 
to make a determination of these rather technical and complicated 
questions. 

So, a petition is filed in the Tax Court by the taxpayer and answers 
are filed and motions are addressed to the pleadings. 

Finally, the issue is joined, and the case is examined to see where 
the parties have requested hearing, and a calendar of hearings is made 
up in various cities. 

As I have said, there are about 50 cities in which we try to hold 
hearings. 

When there are enough cases to warrant it, and as we have the 
judges available, together with money available for travel, we set 
these cases for trial. 

We will say that the average week for a judge to sit on the bench 
is 30 hours. We usually set 125 hours of estimated trials on that 
calendar because we count upon settlements “under the gun,’ so to 
speak, with the encouragement of the judge, and usually the judge is 
able to dispose of a week or 2 weeks calendar. 





524 


By the way, in conducting these hearings we usually borrow a 
Federal courtroom in the various localities where we do not have our 
own courtroom. 

Then the cases are called. We have a court reporter present. The 
cases are heard by the judge, and a stenographic transcript is made 
of the record, and exhibits are introduced. After the conclusion of 
the hearings in that locality, the exhibits are packed up in trunks 
and are shipped back to Washington. 

Time is given to counsel in the case to file briefs. The transcripts 
come in, and then the judge, under the statute, has to make written 
findings of fact, and a written opinion, in each of these cases. 

There are several reasons for that, one of which is that the disposi- 
tion of one case and the establishment of a judicial precedent with 
regard to it, may carry with it the settlement of many other cases 
throughout the country which are in existence, or in the possibility 
of existence. 

When the judge finishes working on it, he prepares a report in 
which he proposes certain findings of fact and an opinion to be issued 
on behalf of the court. 

That comes to me as chief judge. I examine it to see whether it is 
a relatively minor matter or a matter which goes off exclusively on 
the findings of fact that are made in that particular case. If it in- 
volves an important principle, or if it is a new principle, or it is a 
deviation in some way from principles already established, then I 
order it referred to the full court for consideration. 


PUBLISHING OPINIONS 


The full court meets once a week in Washington. If I do not order 
an opinion reviewed by the full court, I can order it published as a 
division opinion of the individual judge, or if it is a minor matter, 
purely factual and not helpful as a precedent, it can go out as a so- 
called memorandum opinion which is mimeographed and filed, but 
it is not published. This is done in order to save the money which is 
involved in the publication of an opinion. 

Do we have a sample of our reports here, a bound volume of our 
reports, so that I can give the committee an idea of what I am talking 
about? 

Mr. ScHOENFELDER. Yes. 

Judge Kern. The decisions of the court are put in bound volumes 
and are cited just as any other judicial opinion. This volume 19 
would be cited, “19 T. C.,”’ and this covers the written opinions of the 
court from October 1, 1954, to March 31, 1953. 

Mr. Gary. Do you print in that only the opinions of the full court, 
or all of the opinions? 

Judge Kern. We publish all of the opinions, except those that are 
designated by the chief judge to be filed without printing. Those 
are the so-called memorandum opinions. I would say, roughly, 40 
percent of the cases are not printed, so this would probably represent 
60 percent of the opinions. 
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APPEALS FROM TAX COURT DECISIONS 


Mr. Gary. Where does appeal lie from your court? 

Judge Kern. Appeal is to the United States courts of appeals. 
Now, there are certain groups of cases in which no appeals lie. 
There are cases which have been added to our jurisdiction within the 
last 16 years. We have final say in the determination of excessive 
profits in war contracts, with regard to which the Renegotiation Board 
functioned. In those cases, if they appeal to our court, we can hear 
them and our decisions are final as they are in special relief or refund 
cases under sections 721 and 722 of the Internal Revenue Code. 
Those are very long, complicated cases in which relief is sought from 
excess-profits taxes on the ground of unusual circumstances existing 
in the business of the taxpayer. 

With regard to those cases our determination is final, but in our 
usual cases, that is, Federal estate, income, excess profits, and gift 
taxes, the appeal lies ‘to the United States courts of appeals. 


CITATION OF COURT’S OPINIONS 


I may say that our opinions are cited in tax cases to a greater extent 
than those of any other court. 

I mentioned the fact that there is a concurrent jurisdiction in these 
cases with the Federal district courts, if the taxpayer wishes to pay 
first and then sue. 

It is interesting to note that 90 percent of the tax litigation is in the 
Tax Court, and that 10 percent of it is distributed among all the 
Federal district courts. 


HEAVY BURDEN OF LITIGATION IN COURT 


We have had quite a burden of litigation in our court ever since it 
was established. Of course, sometimes it gets worse, and sometimes 
it gets better. 

During the war period there was not so much litigation, and our 
number of pending cases fell to below 5,000. 

After the war there was a steady increase in the number of pending 
cases, and at one time we had pending, during the time I have been 
chief judge, 12,800 cases. 

We have worked very hard. We have very ambitious hearing 
calendars throughout the country. For example, we used to have 
150 trial hours per calendar of 2 weeks, and we have stepped that 
up to 250 estimated trial hours per calendar. 

We used to go out to Los Angeles, for example, about 2 or 3 times 
a year. Now we have to go out there, in order to take care of the 
workload, about 5 or 6 times a year. 

In the last several years, by reason of the trial calendars that we 
have scheduled and by reason of the increased efficiency, it would 
seem, on the part of the Internal Revenue Service in effecting settle- 
ments of cases, there are many cases which are being settled after 
the cases have been set for hearing. We have cut the number of 
pending cases down to approximately 9,800 from approximately 
12,800, 
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The wholesome figure that we would like to see in our statistics 
as pending cases would be around 6,000 to 7,000. We want to keep 
current. 

BURDEN PLACED ON JUDGES 


Now, one effect of setting so many calendass and hearing so many 
cases is that it places a great burden on the judges in writing findinzs 
of fact and opinions in the cases which they have heard, and in order 
to do that work it is necessary for them to have as much help on the 
part of their legal staff as possible. We have two attorneys for each 
judge. 

LENGTH OF TIME BEFORE DECISION 


Mr. Gary. How long, on the average, does it require to get a deci- 
sion from the time a case is first filed with the court? 

Judge Kern. Mr. Gary, it is very hard to give average figures on 
that, because it depends, to a large extent, on the locality from which 
the case arises. For example, in Milwaukee, we will say—or, we will 
take Indianapolis; we usually have hearings about once a year there. 
If a case is filed immediately after our hearing calendar is completed 
in Indianapolis it may be some time before the case can be heard. 


TRANSFER OF CASES TO WASHINGTON 


Mr. Gary. Do you have any provision whereby, if a case arises in 
Indianapolis, we will say, and for some reason they want a prompt 
decision, they could ask for a transfer of that case to Washington? 

Judge Kern. Yes, sir; and we frequently suggest that. I would 


even go further than that, Mr. Gary. If a case arises in Indianapolis, 
the parties want it tried, and then they discover that it may be 
some time before the court will sit there; they can ask for it to be put 
on the Chicago calendar, and if unusual circumstances prevail, we 
can put it on that calendar and try it. We are thoroughly aware of 
the necessity. We feel that justice includes speedy justice and where 
the parties in the cases want it, we can usually try them pretty rapidly. 

In some of these cases there have been delays. There might be 
litigation in the State court. The taxpayer may be in receivership, 
or if might be an estate which is in litigation in the probate court, 
and that might cause them to postpone the disposition of the tax 
litigation. 


MONEY INVOLVED IN LITIGATION IN TAX COURT 


I might point out, Mr. Chairman, that there is no court in the 
world in which there is more money involved in litigation than the 
Tax Court. 

As of December of this last year I think there was about $850 mil- 
mion, almost $1 billion tied up in litigation. 

Also I might say that there is no court in the world which disposes 
of such intricate and also interesting questions of law. 

I frequently refer to this court as a three dimension court. 

In the ordinary court you have your questions of fact, and questions 
of law. You determine your facts, and then you apply your general 
law to your facts in the case. In this court you have to do that too. 
You have to determine your facts, and then apply the general law and 





determine the legal rights and obligations of the parties involved. 
Then you have a third step. You have to apply the Federal tax 
statutes to the facts and the general law that you have found. 

So as a result we do have some intricate, and some very knotty 
legal problems which are involved in many, many of these cases 
which we have. 

Also, I would like to stress this, that the collection of the Federal 
revenues requires as prompt disposition of the litigation before our 
court as possible. 

For example, I think our figures show that last year, as a result of 
the disposition of the litigation that was before our court, the Federal 
Government collected in taxes $300 million and some. Now, if it 
were not for the fact that this litigation was heard and determined 
that money would still be in a noncollected status. 


COLLECTIONS AS A RESULT OF STIPULATIONS 


Some time ago I made a study of how much money per calendar 
resulted from stipulations of deficiencies, that is, agreements made 
between the parties without trial. 

In the first 18 calendars of the fiscal year 1953, an average of 
$826,000, as I recall, was collected by reason of agreements which 
were made applying to the cases set for trial in each one of those 
calendars. 

Now, if we did not pursue as strenuously as we humanly could our 
program of holding hearings and determining this litigation, holding 
hearings far beyond, I may say, the strength of some of the members 
of the court, the collection of Federal revenues would be delayed, and, 
to some extent, jeopardized. So, we feel the necessity of holding 
these hearings, not only because of the fact that businessmen and 
taxpayers are entitled to a speedy determination of their tax ques- 
tions, but also because the Federal Government is entitled to know 
how much money it is entitled to collect, and to be able to collect it. 


PENDING CASES 


Mr. Gary. You have the additional fact that in numerous instances 
there are a lot of other cases being held up in the Department pending 
decision in the instant case. 

Judge Kern. I am glad you mentioned that, Mr. Gary, because 
my figures do not include that. I cannot estimate that, but it 
certainly is a very important factor. 

Now, we have planned for next fiscal year approximately 175 weeks 
of hearings. We have counted on that, and we hope to be able to 
accomplish that during the next year. 


USE OF HEARING COMMISSIONERS 


I may also say that the Congress permitted us to designate some 
hearing commissioners to hear some of the cases. 

We have three hearmg commissioners connected with the court, 
but the judges of the Tax Court are very proud of going out and hearing 
the cases themselves and hearing the witnesses. 
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We have used those commissioners only in long, complicated cases. 
Most of them involve a special relief situation under section 722 of the 
Internal Revenue Code. This use of commissioners is to prevent a 
judge from being tied up for from 3 weeks to 3 months in the trial of 
these cases. Jt is an extremely catastrophic thing when a judge gets 
tied up in that way. 

We have only 16 judges, and I may say that for a large part of this 
year we have only had 15, because 1 of our judges died and a successor 
was not appointed until quite recently. 

Mr. Gary. Are there any vacanies now? 

Judge Kern. A nominee to the vacancy is to be heard by the Fi- 
nance Committee of the Senate today, and we hope that within a few 
weeks we will have the vacancy filled. 


ENLARGEMENT OF COURT 


It was frequently suggested several years ago that we ask for an 
enlargement of our court from 16 members. 

As I say, there were 16 members of the Board of Tax Appeals when 
it was created, and there are still 16 judges of the Tax Court in spite 
of the tremendous increase of Federal taxes and the increase in 
Federal tax litigation. We are against enlargement of the court, in 
principle, because of the fact that we feel that one of the strong points 
of the Tax Court is its functioning as a unified tribunal. We feel that 
all taxpayers should be treated the same everywhere, and that there 
should not be a tribunal for one section of the country, and another 
tribunal for another section of the country, splitting up into different 
views as to tax burdens and what not, only to be resolved years later 
when they get up to the Supreme Court for a decision. 

We feel that at the level of the Tax Court there should be a unified 
body and we also feel that it would be difficult to function as a unified 
body if there were many more judges who were members of it. But 
we have arrived at an extremely efficacious answer, or remedy, in that 
Congress a few years ago provided a retirement system for judges of 
the Tax Court. 

After they have served 24 years they can retire, or when they get 
to be 70 and have served 10 years they must retire, but the chief 
judge can recall them for a period of 90 days’ service a year after their 
retirement. 

The right or the privilege to retire is coupled with the obligation to 
serve, upon call of the chief judge. Now, that is, of course, predicated 
upon their being physically able to serve. 

We had one judge who retired at the age of 78, who had two heart 
attacks and a cerebral hemorrhage. Obviously in such a case he 
could not serve. It may be that some of you know Judge Sam D. Hill. 
He used to be in Congress from the State of Washington. Obviously, 
in accordance with a doctor’s certificate to that effect, we could not 
call him back to serve. 

On the other hand, one of the judges who retired was Judge Eugene 
Black, who used to be a Member of Congress from the State of Texas. 
He is in excellent health, and one of the grandest men I ever knew in 
my life, and he volunteered to serve not only 90 days, but on a full- 
time basis. That is what we are trying to encourage among the judges 
who retire, so that we will have a panel of retired judges who, with their 
wealth of experience and background, can be used to help us in our 
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work, and at the same time it will not enlarge the court to the point 
where it cannot operate as a unified tribunal. 

One of our judges is going to retire this summer, and that accounts 
for part of the increase of our budget this year over what it was last 
year. 

BUDGET REQUEST NEVER REDUCED BY CONGRESS 


May I point out, Mr. Chairman, that never in the history of the 
Tax Court or the Board of ‘Tax Appeals has Congress ever reduced 
our budget request. The reason that there is an increase asked for 
in this budget is the fact that one of our judges is going to retire this 
summer. We not only have to pay him his retired pay, but we want 
to staff his office so that he can effectively be made use of when the 
chief judge calls him back into service, as we will undoubtedly have 
to, with 9,800 cases pending, and our objective being to reduce that 
pending caseload to around 6,000. 


INCREASED LOAD AS RESULT OF NEW TAX LAW 


Mr. Gary. Judge, the newspapers stated that when the President 
signed the new tax bill he said that it would keep lawyers busy for 
the next 20 years. Do you think that you will get any increased work- 
load as a result of this new tax law? 

Judge Kern. Yes, sir. 

Mr. Gary. Is there any provision for that increase in your budget? 

Judge Kern. Only to this extent, that we are counting on making 
use of all of the retired judges to the maximum amount possible. 
We just hope that by continued hard work on the part of everybody 
available we can do this job. 


APPOINTMENT AND SALARY STATUS OF JUDGES 


Mr. Gary. Are the judges of your court on the same basis as the 
rest of the judiciary? 

Judge Kern. With regard to tenure, no. Our tenure is for a 12- 
year term. There has been a practice of the reappointment of the 
judges regardless of politics, but the terms are for 12 years. 

As I say, there was no retirement available, no judicial retirement 
available for us, until Congress acted, I think it was 2 years ago, and 
provided that after 18 years of service a judge could retire on eighteen 
twenty-fourths of his salary. 

After 24 years of service, that is, 2 full terms, he could retire 
at full salary. 

RECALL OF RETIRED JUDGES 


Upon reaching the age of 70, having served 10 years, he has to retire. 
Under those circumstances he would get half his salary, but no matter 
under what circumstances he retires, unless a judge is physically 
handicapped he is subject to recall by the Chief Judge for 90 days’ 
service a year, and more if he volunteers. 

Of the 2 judges who have retired 1 of them has volunteered his full- 
time service, and we anticipate that practically full-time service will 
be obtainable from the judge who is retiring this summer. 

Next year two other judges will retire. We hope to have, eventually, 
a panel of retired judges of about six, if we could have them, but, of 
course, that depends upon age, death, life, and what not. 
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Mr. Gary. And are you on the same basis as to salary? 

Judge Kern. As the Federal district courts, yes. 

Mr. Gary. You get the same salary? 

Judge Kern. $15,000. 

Mr. Gary. The same as the judges in the Federal district courts? 

Judge Kern. Yes. We hope that after this afternoon it may be 
increased. 

Mr. Gary. Will the bill pending in the House today to increase 
judges’ salaries apply to you? 

Judge Kern. Yes, sir, it will. 

I hope that I have not talked too long, and I hope that I have 
been intelligible. I am very full of this subject. 


SERVICE BEYOND THE CALL OF DUTY 


I would like to say that the members of the Tax Court and the 
Board of Tax Appeals have worked far beyond the call of duty for 
30 years 

They have been very conscious of the pressure that is on them, 
and they have tried to do a job, and I think it has generally met with 
the approbation of the bar and the other courts, bearing in mind 
their obligation to expedite the disposition of this litigation as much 
as possible. 

We cannot do it, however, unless we hold our hearings throughout 
the country. 

Mr. Gary. Judge Kern, you have given us a very full and compre- 
hensive statement, for which we thank you. 


BUDGET gUSTIFICATION AND WORKLOAD DATA 


We will now insert page 18 of the justifications, and also the work- 
Joad table on page 11 and the comparison of overhead table on page 24. 
(The matter referred to is as follows:) 


Statement relating appropriation estimate to current appropriation 


Salaries and expenses: 
1954 poets pares dcssaaananenl $995, 000 
A 000, 000 


1955 appropriation in annual act 1, 000, 000 
Additions: 

01 1 attorney (retired judge) GS-12 $7, 040 
1 secretary (retired judge) GS—7__ _.. 4, 205 
- Within- grade advancements____-_-_ ee 
Adjustment in salaries, attorney positions 3, 042 
Payments to retired judges_____.___._.____ 15, 000 
Pay in excess of 52-week base- 38 

——_-__— $31, 000 

Taxes and assessments - - -_- 7 Se unin ece ees 100 
Other contractual services_____________~- $200 
Stenographic reporting....._._....------- 1, 600 


E baekalog 
Books 


35, 000 


1, 035, 000 
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Analysis by activities 


Adjudication and administration: 
¢ $1, 000, 000 
ROGBIOOM «. os. sea bes aa =a em 35, 000 
SERS ain hain’ 1, 035, 000 


Esti- : Esti- 
mated te mated 
1955 | “ | 1956 


Actual Actual Per- 
1953 1954 | cent! 


Filed__- E 7, 122 4, 200 —41 | 4, 200 4, 200 
Reopened pai 160 | 171 7 180 5 | 180 
Closed : 5, 880 6, 913 15 6, 500 —: 6, 500 | 
Pending at close of year- } 12,889) 10,347 _ 8, 227 { 6, 107 


| Percentage increase or decrase over previous year. 


Compertenn of overhead with total ackorne services 


- ~~ _ ee ee —— — —— i 


Actual, 1954 Estimate, 1955 Estimate, 1956 


Activity 
Average Total Average Total | Average Total 
number | salaries | number | salaries | number | salaries 


A. Administrative service personnel]: 
1, Personnel__- a } 3, 636 8 3, 636 .8 3, 636 
2. Fiscal_--- airdes ofl 9, 392 9 9,6 af 9, 768 
3. Procurement and _ property 
management. if 6, 617 .é 6, 748 a 6, 867 
4. Other administrative services- 2. 3 44, 048 2. ¢ 44, 86 y 45, 436 
5, Total administrative serv- 
ice personnel_.--- Ay 63, 693 B. f 64, 851 | 5. 65, 707 
B. Executive direction sedehpenaede ; 10, 840 . 11, 000 ; 11, 160 


C. Overhead personal services. --__- é 74, 53% i 75, 8£ 851 a 76, 867 
LD. Program functions (adjudication) 24. ! , 2 27.{ _ 820, 074 29.5 | 836,648 


E. Total personal services __-_--._----- 2. 860, 775 5. 895, 925 7. 913, 515 


F. Overhead ratio_ d $4 8. 7 2. ; .§ 8.4 





BUDGET INCREASE REQUESTED FOR 1956 


Mr. Gary. It appears from the table on page 18 that you are 
requesting $1,035,000 for the year 1956, as compared with an appro- 
priation of $1 million for the current year, which is an increase of 
$35,000. Can you tell us the reason for that increase? 

Judge Kern. Yes, sir. The major part of that increase is due, as 
I say, to the fact that another judge is retiring this year, and his 
position, of course, will be filled, and his services will be used by the 
court, and in order to use them effectively we have to get him an office. 
Usually a judge has 2 legal assistants and 2 secretaries. We propose 
to give the retired judges 1 secretary and 1 legal assistant. 

Now, we cannot use the judge unless we give him the tools with 
which to work. That also includes an additional sum to equip his 
office by the purchase of books, furniture, and subscriptions to the 
tax services, since he has to have his tools to work with. I think it is 
self-evident that he has to have the tools, equipment, and assistants 
in order that we may make use of his services. 

We need his services, and we think it is much more economical to 
use the retired judges than to enlarge the court, for the reasons which 
I have given. 
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INCREASE FOR STENOGRAPHIC REPORTING 


There is another item which has increased, stenographic reporting. 
There is an increase of $1,800 there, and that is due to the fact that 
the bids on our reporting have increased 2 cents a page, and, of course, 
we cannot help that. We have to have transcripts of all of these cases. 

Mr. ScHOENFELDER. I might add at this point, Judge, that the 
reason for the additional $15,000 for the retired judges is that the 
Retirement Act, which the judge has explained, makes provision that 
the retired judges shall be paid from the same payroll as the other 
judges of the court. So, the funds for the retired judges are appro- 
priated to the court for their retirement pay. 

Judge Kern. This particular judge has served the Federal Govern- 
ment for a period of 30 years. He was one of the original members 
of the Board of Tax Appeals. He has served since 1925 so, by the 
time he retires he will have served on the Tax Court and its predecessor 
for 30 years. He will have just attained 70 years. He is our senior 
judge and a very valuable man to help us, and we certainly want to 
use his services. 


COLLECTION OF FEES AND CHARGES 


Mr. Gary. Do you collect any fees or charges? 

Judge Kern. Yes, sir. We estimate that they will run around 
$48,000 a year. We just have a $10 filing fee. 

Many people have said that we ought to increase that filing fee, 
but it is fixed by statute. Some of the cases that come to us involve 
small taxpayers who appeal to us as a matter of principle. I am 
sure that some of those small cases are just as bitterly fought and 
just as important to the litigants too as the larger cases. We do not 
feel like making it a matter of paying for justice. We feel that a $10 
fee is sufficient. 

Mr. ScHoENFELDER. The only other receipts we have, in addition 
to filing fees, are those from transcripts requested and certifications 
of transcripts and records of the court. That amounts to about 
$6,000 a year. 

I might say, Mr. Chairman, that all of those funds are paid into 
miscellaneous receipts of the Treasury. 


LIMITATION ON TRAVEL 


Mr. Gary. With the additional retired judges called back is the 
$45,000 limit on travel adequate? 

Mr. ScHOENFELDER. Yes, it will be adequate within the 175-week 
trial program that we are proposing for the fiscal year 1956. We 
expect to operate under $45,000. The reason the limitation is placed 
in the language of the appropriation is to cover any possibility that 
might arise. For instance, if through fortuitous circumstance there 
is enough additional time of the judges available, we might exceed 
the estimated amount. However, we expect to expend only the 
estimated amount, $42,500. 

Judge Kern. That is what we expect. We might run into some- 
thing that we hope we will not run into. 

One time we went out to California to hear a case, and that was the 
estate tax case of Edward Huntington. Counsel got into a bitter 
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fight, and they would not agree to anything, and the judge had to 
pass on the valuation of 4,600 pieces of California real estate in the 
estate tax matter of the Edward C. Huntington estate. The judge 
was out there 11 months and 13 days and when he came back one side 
of his room was filled with exhibits in that one case. We hope we 
do not get one of those again. 

Mr. CanrireL_p. Judge Kern, as the chairman has stated, this is 
the first time this subcommittee has handled this item, and there may 
be some repetition in my brief approach. 


NAMES AND LENGTH OF SERVICE OF JUDGES 


First, would you be good enough to have inserted in the record 
at this point the names and length of service of the 16 judges who 
serve on this court? 

Judge Kern. We can get that and submit it for the record. 

Mr. Gary. Yes; just put it in the record. 

Judge Kern. From memory I can give you an awful lot of data 
with regard to that. If there is anything particular you are interested 
in, I think I can repeat it from memory, or get the data for you. 

Mr. ScHoENFELDER. You will find a list of the names of the judges 
on the cover sheet in the pamphlet you have in front of you, but 
we will have to get their terms of service from the records of the court. 

Mr. CanrigeLp. And also their domicile. 

Judge Kern. I can give you that right now if you would like to 
have it. 

Mr. Gary. Just put it in the record. 

Judge Kern. All right. 

(The matter referred to is as follows:) 


Judges of the court 


Length | Length | 
of . ' of | 

: Sts N¢é | 
service | waane Name | service | 
(years) | | (years) | 


C, Rogers Arundell Oregon. | Stephen E. Rice_..----.--| 4 Florida. 
J. Gregory Bruce 3 |} Kentucky. Norman QO. Tietjens-__--- 4 | Ohio. 
Morton P. Fisher-_--..--- | Maryland. || Bolon B. Turner-------- 20 Arkansas. 
Marion J. Harron California. | Ernest H. Van Fossan_.-_-- 28 | Ohio. 
Luther A. Johnson---.----} Texas. || Graydon G. Withey : 3 | Michigan. 
John W. Kern__-_- Indiana. || Vacancy bette etek thatew 

Clarence P. LeMire.----- Missouri. | Eugene Black (retired; | 25 | Texas. 

J. Edgar Murdock | | Pennsylvania. || serving under recall to 





Clarence V. Opper-.-----| 7 | New York. duty). 
{rnold Raum 4 | Massachusetts. 1 
| 


CASES CLOSED AND MONEY INVOLVED 


Mr. CANFIELD. Judge, you told us that the cases closed during the 
last fiscal year involved some $300 million in collectible tax money. 

Judge Kern. Yes, sir. I think I have that down in black and white 
here. 

Mr. ScHOENFELDER. That is on page 3 of the justifications. 

Judge Kern. Yes; that was in the fiscal year 1954. 

Mr. ScHOENFELDER. There were 6,913 cases closed in 1954. 

Judge Kern. I may say that was an extremely high number of 
cases to be disposed of in 1 year. I do not think we can ever hit that 
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again for some time to come. A total of $324,655,241 of taxes or 
excessive-profits determinations was involved in the settlement of 
those cases. 

BACKLOG OF CASES 


Mr. Canrietp. But you still have a backlog of some 9,000 cases? 

Judge Kern. 9,800 cases, and on page 3 of the justifications it is 
indicated that there is involved in those cases approximately $852 
million. 

Mr. SCHOENFELDER. In tax liability. 

Judge Kern. In tax liability; that is the amount involved in 
litigation, 

Mr. Canrretp. When you say it would be a wholesome thing if you 
could reduce the backlog to a total of 6,000 cases, you mean what? 

Judge Kern. I mean that we consider that when we have pending 
cases in the number of about 6,000 that represents the number of cases 
that can be disposed of in approximately a year and we feel when 
we get them down to that figure that we would be relatively current. 
We do not like to have it more than that. It worries us when it is 
more than that. 

Now, I do not know whether I have adequately answered your 
question on that or not. When I say 6,000 it means more or less. 
I would not be concerned if it were a little below that, and I would not 
be concerned if it were a little over that, but when it gets much over 
that it means that we just have to fight to keep current, and we feel 
that there are cases which should be tried and disposed of which we 
just have not been able to try or dispose of. 

Mr. CanFiELp. You project a further reduction in the backlog this 
next year. 

CASELOAD RESULTING FROM NEW TAX LAW 


Judge Kern. Yes. I am afraid that is a little overoptimistic with 
regard to that. 

‘Mr. Gary has referred to something which I think has upset our 
estimates in that, and that is the new tax law. It is not a criticism 
of the law. Any material change in the law is a reason for litigating 
questions that’arise under it in the courts to get definitive determina- 
tions, and therefore we think we might have quite an increase in the 
number of cases to be filed in our court. 

Mr. Gary. Particularly is that true in tax cases where the decision 
depends almost entirely, in a large number of instances, on the lan- 
guage of the statute itself. When you change that language you 
change precedents, and you have to establish new precedents by new 
decisions. 

Judge Kern. Yes; that is right. 

Take, for example, many years ago, the sections of that statute 
which applied to corporate reorganizations and whether a reorganiza- 
tion was tax free, or whether it resulted in a taxable transaction so 
far as the taxpayer was concerned. 

Now, those sections were litigated, litigated, and litigated, and 
finally they were settled, and for many years we had very little litiga- 
tion involving the corporate reorganization sections of the statute. 

Now, in this new tax law there were changes made in the provisions 
applying to corporate reorganizations. I think probably they were 





desirable changes, but as a result of those changes we are now having 
a recrudescence, let me say, of cases involving corporate reorganiza- 
tions which we have not had for many years. That is just an example 
of how the thing works. 

Another situation in which | think we have been a little over- 
optimistic is in regard to the closing of cases. I do not know whether 
we are going to be able to close 6,500 cases this year, and that is 
because our judges have almost gotten to the saturation point. They 
will have to be given a little time to write opinions, and not take so 
many cases. I would say that that may drop a little and that the 
number of cases filed may increase a little. In other words, there may 
be a little overoptimism in our estimates. Developments have 
occurred which could make it a little overoptimistic. If we continue 
our present trial program it may be possible that we can cut further 
the number of pending cases. 


NORMAL BACKLOG 


Mr. SCHOENFELDER. Our statistics show that so far this year our 
average net decrease monthly has been a net of 85. So far during 
the first 7 months of this fiscal year, that is the situation. But, if 
you don’t mind, Mr. Canfield, in further explaining this so-called 
nominal backlog, that is not entirely wasted time. We say that some- 
where between 5,000 and 6,000 petitions could be the normal docket 
of the court. For example, once the petition is filed, there may 
be 45 days before an answer would be required under the rules of the 
court from the respondent, from the Commissioner of Internal Rev- 
enue. It may be that there will be further pleadings filed so that in 
that period of time the litigation is not actually ready for trial by the 
court. It is in the procedural state. During that period of time, 
there will continue to be negotiations that will be carried out between 
the taxpayers’ representatives and respondent’s representatives which 
might lead toward ultimate settlement of the case before it is called 
to trial. 

Mr. CANFIELD. What percentage of such cases is settled? 

Mr. ScHOENFELDER. About two-thirds of the cases are actually 
settled by stipulation. 

Judge Kern. But of those, unfortunately, a large proportion are 
settled at the last minute “under the gun” after they have been calen- 
dared for trial and frequently only after the judge asks counsel into 
chambers for what you might call informal pretrial conferences. 

Mr. CanrFie.p. Judge, having in mind—— 


PRETRIAL CONFERENCES 


Mr. Gary. May I ask a question right there? Do you have pre- 
trial conferences? 

Judge Kern. Not formally, Mr. Gary. We find it difficult because 
of the fact that we ride circuit; and it is very difficult to have a formal 
pretrial procedure when the judge goes from place to place and he 
gets there on the morning of the calendar call. 

Also, I do not think it is wholesome pretrial procedure to have the 
judge presiding at the pretrial conference to be the same as the judge 
who hears the case. Normally, one judge will have the pretrial 
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conference and then if the pretrial conference breaks down, it will be 
tried before another so that the judge will not be embarrassed by 
admissions and claims and statements made in the pretrial conference. 

So we do not have a formal pretrial conference, but we have an 
increasingly adopted informal pretrial procedure at the time of the 
hearing of the calendar, calling of the calendar. 


ORDER OF CONSIDERING CASES 


Mr. CanFIeLp. Judge Kern, having in mind this background of, 
say, 9,000-plus cases, you do have certain rules governing the priority 
of consideration of such cases? In other words, there are some ex- 
tremely more important than others, involving big money, and so 
forth? 

Judge Kern. Normally, we go by docket numbers and try them 
in the order in which they are filed. But we do deviate from that 
when it is called to our attention that people want to have the case 
heard for certain reasons. Now, it is a rather delicate thing to make 
priorities depend upon the amount of money that is involved because, 
well, there are two reasons. First, because while absolutely a small 
amount of money may be involved in a litigation, relatively it may 
mean an awful lot to that taxpayer. The other thing is that sometimes 
you run across cases in which there is a small amount of money 
involved in that particular litigation but it is a precedent under which 
a tremendous amount of money is involved. If I may just reminisce 
a little bit, I heard some cases out in Chicago once. One morning 
I heard a case involving the Pullman Co. of America and, I think, the 
amount of taxes involved was $5 million. That afternoon I heard a 
case and the total amount of money involved was $113. The second 
case was just as well tried and vigorously presented as the first case. 
It involved deductibility of uniforms worn by conductors on pullman 
trains as ordinary and necessary business expense. And I was rather 
curious as to how that case, involving such a small amount of money, 
was presented so ably and so thoroughly. Well, it was a test case. 
All the conductors in the country were interested in that problem, 
you see, so that sometimes while a small amount of money is involved, 
it may be important. 

So we try to run it in the order in which the cases are filed, making 
exceptions where the parties want a case tried for some particular 
reason. 

Now, I have a list which I keep in my office of the cases involving 
over a certain amount of money. Just so that I can keep an eye on 
them and inquire, if they are not put on in the regular course, why 
they are not. But we do not make up our calendar on that basis. 

(Discussion off the record.) 


PROCEDURES OF THE COURT 


Mr. Canrre.tp. Judge Kern, I am not thoroughly clear about the 
hearings held by vour judges in various parts of the count In 
other words, are you telling us that today vour folks sit as ju ges or 
sit as examiners? 

Judge Kern. They sit as judges. 

Mr. CanrFiep. Insofar as your court is concerned, a final decision 


is made? 





537 


Judge Kern. The individual judges; each judge is now head of a 
division. The division of the court, consisting of an individual 
judge, goes, we will say, to Indianapolis. He gets the use of the 
circuit court of appeals room in the Federal building in Indianapolis. 
| speak of that city because that is my hometown and I know some- 
thing about it. He is accompanied by a clerk-baliff, whom we call a 
division clerk. There is a reporter present. We make a contract 
with a reporting outfit and they have their reporters throughout the 
country. The cases are called; counsel fill the room. If a case is to be 
settled, they submit the stipulation of deficiency and the decree is 
entered pursuant to that stipulation. If an indication is made that 
if they had a little bit more time they might be able to settle, or the 
judge feels or senses that a case could be settled, he asks counsel to 
meet him in chambers. With regard to the other cases, counsel may say 
it will take 2 days to try this case or 3 hours to try this case and so 
forth. After the call of the calendar, the judge retires and after con- 
ferring with counsel, he makes up a list of the cases to be tried at a 
certain time. Then the cases are tried pursuant to that calendar. 
A record is made. ‘Time is granted for the filing of briefs. The judge 
then returns to Washington and after the briefs are all in and the 
transcript is in, he starts his boys to work in his office, in preparing 
findings of fact and preparing memoranda of law for him, to prepare 
this and that. Then, the judge returns to it. He reads over the 
record. He starts to work on the findings of fact and written opinion. 
We have to do that in all of the cases under the statute requiring 
written findings of fact and opinion. 

After he is thoroughly satisfied with the findings of fact and opinion, 
he submits it to the chief judge. The chief judge in practically all 
cases takes the facts as found by the judge who hears the case; but 
the chief judge is concerned about the law that is enunciated in the 
opinion and its application to those facts. If it is a new question, an 
important question, if it is an important deviation from accepted 
doctrine, then the chief judge refers it to the full court. 

Now, the full court meets once a week. 

Mr. Canrievtp. He may not refer it to them? 

Judge Kern. If he does not refer it to them he will just order that 
the report be filed as a division opinion, and it is published. As a 
memorandum opinion, it is just mimeographed and served on the 
parties. But in the cases that are sent to the full court, the reports 
are mimeographed and together with the briefs are distributed to the 
members of the court a week ahead of time and then the full court 
meets on Fridays and considers the case. The report may be rejected. 
Then it is assigned to some other judge who writes the majority 
opinion and the judge who has written the original report usually 
files a dissenting opinion. 

Mr. Canrrexp. Is not this procedure presently an onerous burden 
on the chief judge? 

, Judge Kern. It does present an onerous burden, sir; it certainly 
aoes. 

Let me say it this way: It is not unusual for me to read 200 pages 
of typewritten stuff a day. Of course I have an assistant, and | 
refer some cases to him to make further memoranda and study. But 
itis quite a job. Also, the chief judge by custom has to sit on motion 
calendars once a week and you can understand with 9,800 cases 
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pending, there may be motions coming in from all over the country 
addressed to the pleadings, which is quite a job. Then I also have 
this problem of assigning cases and making up schedules, watching 
the judges, so that individual ones do not get overloaded. I am 
sorry you brought that up because it makes me feel sorry for myself. 


FUNCTION OF COMMISSIONERS 


Mr. Gary. Will the gentleman yield just 1 minute? 

With reference to the trial examiner, does he actually decide cases 
or does he report to the judge of the full court? 

Judge Kern. The commissioners hear the cases and they prepare 
proposed findings of fact. Those proposed findings of fact are served 
on the parties. They are also given to the chief judge. The chief 
judge then assigns the case to an individual judge and then the 
parties may file exc eptions to the findings of fact proposed by the 
commissioners. And those are heard by the individual judge to 
whom the case has been assigned by the chief judge. The judge to 
whom the case is assigned by the chief judge may accept the findings 
of fact. He may modify the findings of fact. He may make his 
own findings of fact. But at any rate, he has had the help of the 
commissioner in having made the proposed findings of fact and 
getting it down so the question can be pinpointed by briefs filed by 
the parties. So when this case comes out, it is a findings of fact by 
the judge to whom the case has been assigned. The commissioner 
has helped by proposing them. 

Mr. Gary. His chief value, though, is in taking testimony? 

Mr. ScHOENFELDER. He prepares the record. 

Judge Kern. He prepares the record. Also, the commissioner 
is assigned to help the judge in a consideration of the case after it is 
referred to him. 


USE OF ADMINISTRATIVE SETTLEMENT PROCEDURES 


Mr. CanFiELp. Judge, does the taxpayer have to go through the 
so-called appellate procedure in the Internal Revenue Service before 
he petitions for relief? 

Judge Kern. We hope that he will. We have been distressed over 
some of the years past by the tendency on the part of some taxpayers 
to demand, shusueh a 90- day letter, a final determination of defici lency, 
and to ignore and to bypass the administrative settlement machinery. 
That is done, sir, but we deprecate it. We feel that one of the 
reasons why our backlog of cases jumped so, was that there was too 
much of a tendency for that. However, I must say that in the last 
couple of years there have been more settlements, I think, on the 
part of the Bureau of Internal Revenue. 


USE OF DISTRICT COURT 


Mr. CanFieLp. This taxpayer can go in the district court as well 
as petition? 

Judge Kern. He can pay his tax and sue in the district court. 
Many of those cases are cases in which the taxpayer wants a jury trial. 

Mr. CanrieLtp. When you refer to a trial program of 175 weeks in 
your presentation here, just what does that mean? 
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Judge Kern. Our calendar of hearings, Mr. Canfield, may be made 
up of 1 week or 2 weeks’ calendars. In New York, we usually make 
up a l-week calendar because of the fact that the travel is not so 
expensive between here and New York. And sometimes in Philadel- 
phia. And, in Washington, we sometimes have 1 week, but most of 
our calendars are based upon estimated 2 weeks. In other words, 
when we send a judge to Milwaukee we want to clean up as much 
of that docket as possible. We usually make up a 2 weeks’ calendar. 
So that 175 weeks is a combination of 1-week calendar and 2-week 
calendars. 

It might help you to take a glance at this very rough and hashed-up 
calendar which I just happened to bring over here today. 

Mr. Canrrevp. Off the record. 

(Discussion off the record.) 


DETERMINATIONS OF EXCESSIVE PROFITS 


Mr. CanFiELp. Judge Kern, you tell us also that the court reviews 
determinations of excessive profits on contracts renegotiated by the 
Federal Government. Does that involve considerable work with these 
cases? 

Judge Kern. No, sir; no, sir. There were at one time between 
900 and 1,000 of those cases. They have been cut down to approxi- 
mately 100 and not many have been filed in the last year and we 
understand that that is not going to be too much of a problem. We 
hope not. We really feel that we should never have had jurisdiction 
over those cases to start with. They have been very troublesome. 
The Department of Justice represents the Government in those cases. 
They have cut down their staff to a very small one. I think there are 


only 2 or 3 lawyers left handling that. We have an awful time setting 
the cases throughout the country because of the limitations in the 
office of the Department of Justice. Those cases are a nuisance but 
we are concerned with them. 

Mr. ScHOENFELDER. We had six new such cases filed in 1954, Mr. 
Canfield. 


COURT REQUESTS FOR DEFICIENCY OR SUPPLEMENTAL FUNDS 


Mr. CanFievp. Judge, has the court ever requested deficiency or 
supplemental funds of the Congress? 

Judge Kern. Yes, sir. We had to do it last year. 

Mr. ScHOENFELDER. It is only in those instances where there is 
new legislation. For example, in 1954 we had to ask for additional 
funds to cover additional costs of mailing. Congress passed a bill, 
you may recall, that called for the agencies to absorb the cost of 
registered mail and penalty mail. And we had to put in a bill for that. 

Mr. Canrrexp. I see. 

Judge Kern. Also an increase in per diem for judges, too. 

Mr. ScHoENFELDER. From $10 to $15. 

Judge Kern. Also on account of the retired judge. You see, our 
budget is so small, our organization so small, that when any change 
occurs we just cannot absorb it. Now, for example, we have a question 
involving the premium on this group life insurance program that is 
a very worrisome thing. With a small organization, you see, we only 
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have a total of 140 people including the judges. We have a small 
budget. Everything is pared down and appropriated and when a 
change occurs we just cannot absorb it, that’s all. 

Mr. ScHOENFELDER. About 90 percent of our funds are for personal 
services which is fairly stable. 

Mr. Canrrevp. Of course, the requests before us today do not 
embrace any additional funds as a result of the new revisions of the 
Internal Revenue Code. 

Mr. ScHOENFELDER. You mean as far as the new load of work for 
the court is concerned? 

Mr. CanFrEe.Lp. That is right. 

Mr. ScHOENFELDER. We expect that is going to be fairly gradual. 
It is anticipated the court will take care of it in the proposed trial 
program we are setting up in 1956, probably a comparable program 
for 1957. 

Mr. SreminskI. I have no questions, Judge, except to say that | 
have enjoyed the presentation. It is a new field for me and I hope 
to learn more as time goes on. 

Judge Kern. I hope I am a good teacher. 


REPRESENTATIVES OF GOVERNMENT BEFORE THE COURT 


Mr. Gary. Who represents the Federal Government in these cases 
before the court? 

Judge Kern. The Office of the Chief Counsel of the Internal 
Revenue Service. They are decentralized to a large extent and they 
have offices in different parts of the country. 

I understand there has always been a little bit of jealousy between 
the Department of Justice and the Chief Counsel’s office of the In- 


ternal Revenue Service, but at the present time the Chief Counsel 
for the Internal Revenue Service or his deputies or special attorneys 
represent the Government in the ordinary tax cases. 

Now, the Department of Justice represents the Government in 
renegotiation cases. 

Mr. ScHoENFELDER. And in the appellate courts. 


RELATIONSHIP OF COURT OPINIONS TO REGULATIONS OF INTERNAL 
REVENUE SERVICE 


Mr. James. Judge Kern, do the final determinations of your court 
become substantive regulations and published by the Internal 
Revenue? 

Judge Kern. Our decisions, like the decisions of other courts, are 
studied by the Internal Revenue Service when they make their 
regulations. And to that extent they are the foundations of it. 
But every time we get out a decision, the Internal Revenue Service, 
I understand, indicates its accuiescence or nonacquiescence in our 
opinions. If they are acquiesced in by the Internal Revenue Service, 
that is a binding administrative order to all the officers to follow. 
If they mark it, ‘‘nonacquiesced in’’, that indicates that they are 
going to take an appeal from it. 

Now, if they sometimes take an appeal from it and we are affirmed, 
a couple of times, then they will withdraw their nonacquiescence. 
Does that answer you? 
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Mr. James. I am thinking of the cases that are very likely to come 
before your court as a consequence of the new tax code and you, I 
think, have indicated that you expect quite a lot of business in your 
court due to that new code. There, of course, will be new determina- 
tions made by your court and I suppose that some of them will 
probably be duplicated over and over again. 

Now, if you make a determination and it is acquiesced in by the 
Internal Revenue, then they could reasonably make that a published 
regulation and thereby save much court procedure in a lot of similar 
cases. 

Judge Kern. And I understand they do that. 

Mr. James. I want it determined, if possible, that your court may 

have value over and beyond the immediate cases that come before 
rou. 
7 Judge Kern. That was one of the reasons for the Congress originally 
providing that all of our decisions should be in the form of written 
findings of fact and opinion so that they could serve as precedents. 
And I think they are so treated when they are officially marked, 
acquiesced in, by the Commissioner. In some cases the Commis- 
sioner honestly, conscientiously feels that the Tax Court is wrong and 
he wants to litigate the thing over again; and sometimes he has been 
right. We have had cases in which the Tax Court has taken a 
position and we have been affirmed by three circuit courts. Then a 
fourth circuit court will come along and say, no, the Tax Court was 
wrong and the other circuit courts were wrong. And they have got 
certiorari to have the Supreme Court pass on it and after 10 years 
the Supreme Court has said, yes, the Tax Court was wrong. I may 
say with some degree of pride that those instances do not often occur, 
but they can. 


FUNCTION OF ATTORNEYS ASSIGNED TO JUDGES 


Mr. Murray. I have a few questions, Judge Kern. What is the 
function of the two attorneys assigned to each of the judges? 

Judge Kern. They are denominated attorney-advisers. ‘They are 
high-powered law clerks, sir. But they are law clerks raised to a 
very high level. We try to get people that have had experience in 
tax law. For example, we have recently taken on two young men who 
had graduated from law school, and then had some practice. They 
have taken master’s degrees at New York University Law School, 
specializing in taxation. We try to get men who have had some 
experience in tax work in order to be completely of use to the judge. 
I can only give you what my experierce has been in my own office 
with regard to it. I think it is pretty representative. We get a case 
that has four or five hundred pages of transcript and about 100 
exhibits. The exhibits will be this high [indicating] and the transcript 
will be this high [indicating]. Briefs have been filed. I go over it 
and call in one of my attorneys and say, here is a case that involves 
such and such questions of law. I am interested in this, or in that. 
I want a complete, accurate résumé of the facts in the form of a pro- 
posed finding. 

Now, the attorney takes that record and makes up a proposed 
findings of fact and he may give me a memorandum on 2 or 3 questions 
of law. When that comes back, I reread the record and check the 
proposed findings against the briefs and against the record and I may 
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give it back to the attorney. I may look at his memorandum. [ 
will say, you covered this but you have not covered that. Usually, 
it comes back the second time written up in opinion form. The 
attorneys work with the judge very closely and in order to get out 
the number of opinions a year that the court does, they just have to 
have expert help. 

Now, I just want to point out this, that the average number of 
written opinions by the court is running this year at an average of 
one a workweek per judge. Now, that is extraordinary if you com- 
pare that with any other court in the country because bear in mind 
that these judges have to be in court conference one of the days 
that they are back from circuit. So that gives them about 4 days, 
on an average, to get out a case. It represents joint teamwork on 
the part of the judge and the attorneys in his staff. And there are 
two of them. 

Mr. Murray. Are all those attorneys lawyers? 

Judge Kern. Oh, yes. 

Mr. Murray. The reason I asked the question, I cannot under- 
stand on your summary sheet why some attorneys are GS-13, some 
GS-9 and some GS-7. 

Judge Kern. There are not many sevens any more. But we try 
to bring them on and we try to keep them as long as possible. We 
want to develop a career service in the legal staff because out of that 
career staff come these people that we are naming as commissioners. 

Mr. Murray. Like in Division 15 you will have GS-11, whereas 
in Division 5, you have GS-13 as an attorney and I just wondered 
what the difference in work in the two divisions would be to call for 
a difference in grade. 

Judge Kern. There is a difference in work resulting from experience 
and length of service. We have had some men who have spent all 
of their working life with the court, Mr. Murray—some men are up 
around 60, that have been with us for twenty-some years. As they 
serve, they get more valuable and we feel that they can take more; 
they do more. The men who have been brought in recently have 
been brought in at grade 9. We used to bring them in at grade 7. 
At one time, we were able to get numbers of them. But it is in- 
creasingly difficult to get trained attorneys experienced in this work 
at less than grade 9. We bring them on at about nine and then as 
they get older and more experienced and more valuable, their respon- 
sibilities increase and they go up. 


FUNCTIONS OF CALENDAR, SERVICE, AND DOCKET SECTIONS 


Mr. Murray. How do the functions of the calendar and service 
sections differ from the functions of the docket section? 

Judge Kern. I will let Mr. Schoenfelder answer that. Let me 
point out this, that one of our problems in running a national, unified 
court, Mr. Murray, in which we have hearings in 50 cities throughout 
the United States, and dealing with—how many attorneys are enrolled 
before us? 

Mr. ScHoenrecper. I think about 40,000. 

Judge Kern. Dealing with 40,000 lawyers throughout the United 
States and involving the trial of cases in some 50 cities throughout 
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the United States, is to manage the calendaring of these cases in the 
various localities for trial. 

Now, the Calendar Section is largely engaged in making up the 
calendars throughout the country and also the calendars of the hear- 
ings in Washington on the motion calendar. The Docket Section 
runs—it is a room about three times as big as this—runs an ordinary 
court docket for every case. There is a docket, page docket entry 
for every action, every pleading and every action taken with regard 
to the pleadings with regard to every case. 

Mr. ScHOENFELDER. The docket of the court is the public record of 
the court. It is to this office of the court that the petitions go as they 
are received and are actually identified and recorded for that public 
record. All of the pleadings that are filed subsequent to the petition 
come into the docket section and are recorded as a part of that 
public record. If a member of the bar, or anyone, is interested in 
examing the public record on a case, he will come and ask for informa- 
tion at that point about it. As you undoubtedly know, the docket 
shows what action has been taken by the court. 

Mr. Murray. The thing I can’t understand is why you have two 
separate sections. Why can’t the Docket Section prepare the calendar? 

Mr. ScHOENFELDER. It is a question of workload and how you are 
going to divide that work. The so-called Calendar and Service Section 
performs a dual function that is beyond the load that should be placed 
on a docket of a court. We do have to establish frequent calendars. 
In order to do that the court has to maintain a control record to de- 
termine at any given time, by breakdown geographically, that there 
is enough workload in a given place to establish a calendar, from 
which the chief judge working with the clerk can develop a calendar 
for assignment to one of the judges of the court. 

In addition to that, it is necessary for the Calendar and Service 
Section to actually take on where the docket leaves off in the service 
of notices, and subsequent pleadings, as they come in. 

Judge Kern. They are charged with serving the papers. 

Mr. ScHOENFELDER. That is right. In addition to that, they work 
with the clerk with reference to the preparation of such interlocutory 
matters as may have to be referred to the motions calendar—the 
weekly motions calendar that the Chief Judge earlier spoke of. These 
sections could be consolidated. You could call this unit a docket and 
calendar section, if you wanted to, but organizationally there is a load 
that can be broken down that we feel is best performed in establishing 
separate units. 

Mr. Murray. The Docket and Calendar Section, Docket Files and 
Appellant Section are in just one central location; is that correct? 

Mr. ScHoENFELDER. No, physically, the Docket Section is located 
by itself. The Calendar and Service Section is a separate section. 
The public files, or what we refer to as the Docket Files Section, is the 
repository of the court; it is also a separate section. All of those 
sections operate under the direct control and supervision of the clerk 
of the court. 
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ADMITTANCE TO PRACTICE BEFORE TAX COURT 


Mr. Murray. To get on another question, Congress at the present 
time is confronted with a problem with respect to accountants and 
lawyers doing tax work, and I think that essentially the problem 
resulted from Federal tax legislation. As far as your court is con- 
cerned, does it have its own rules of admittance to practice? 

Judge Kern. Yes, sir. Prior to 1942, it was the practice to admit 
attorneys and certified public accountants. In the Revenue Act of 
1942 a proviso was made that no qualified person should be denied 
practice on account of his not belonging to any profession. So we 
had to then determine who were qualified. We took the position that 
attorneys were qualified if they were members of the bar of the high- 
est court of their State and that all others would have to pass an 
examination. Since then we have given an examination once a year 
to nonlawyers who have applied for admission. Now, the certified 
public accountants who are already on the rolls as practitioners, con- 
tinued on the rolls. The admissions since 1942 have been lawyers 
and those who have passed the court’s examination. It is my under- 
standing—and Ithave just picked this up from casual talk—that so 
far as practice before the Tax Court is concerned, representatives of 
the certified public accountants and the lawyers have reached a basis 
of agreement. 

Mr. Murray. I understand that at the present time there is some 
confusion between the State courts and the accountants because the 
accountants, when they go to collect their fees, are ofttimes met with 
a state court decision that in essence says they are practicing law 
without a license and not entitled to collect their fee, when in fact they 
have been admitted to the Tax Court. I understand there is proposed 
legislation to vest authority in the Secretary of Treasury to authorize 
practice before the Treasury Department. That is the reason I had 
asked the question. I was just interested in your views on the 
problem. 

Judge Kern. I am just giving you my reaction, from more or less 
gossip that I heard, that the differences between the lawyers and the 
accountants have become very acute with regard to practice before 
the Treasury Department. The admission to practice before the 
Treasury Department, is, of course, under the Secretary of the 
Treasury. It is also my impression that the accountants and the 
lawyers (and when I say ‘the accountants,” I mean the certified public 
accountants), have recognized the inadvisability of accountants prac- 
ticing before the Tax Court. 

Mr. Gary. Thank you, Judge, for a very complete presentation. 

Judge Kern. Thank you for being patient. I hope that it wasn’t 
a reproach couched in silken form when you said “complete.” 

Mr. Gary. Notatall. As I stated at the beginning, this committee 
is new on this appropriation and I think we needed a good deal of 
information. You have supplied it very satisfactorily, sir. 
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